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TRAINING 
YOU CAN 
RECOMMEND 


@ When you are asked to rec d an acc 
course, the educational background of the International 
Accountants Society, Inc., will give you complete confi- 
dence. The five men composing our Executive Educational Committee are responsible 
for IAS educational policies and activities. The sixteen Certified Public Accountants 
composing the IAS Faculty, prepare text material, give consultation service, or 
grade examination papers. Some give full time, others part time, to IAS work. Our 
Advisory Board consists of forty outstanding Certified Public Accountants, business 
executives, attorneys, and educators, who counsel with the IAS Management, on 
request, about technical accounting, educational, and business matters. 

The uniformly high caliber of these men is eloquent testimony to the quality 
of IAS Training. 



















-EXECUTIVE EDUCATIONAL COMMITTEE 
JOHN T. MADDEN President, International Accountants Societ Inc.; Dean, School of 
C.P.A., B.C.S,,M.A.,8¢.D. Commerce, Accounts and Finance, New York University; Former 
President, American Association of Uioerssy Instructors in Account- 
ing, Former President, American Association of Collegiate School 


of Business. 
DEXTER S. KIMBALL 8 Chairman, Board of Directors, International Accountants Society, 
M.E., LL.D., D.Sc. Inc.; Dean Emeritus, College of one, Cornell University; For- 
mer President, American Society of Mec anical Engineers; author 


of “Cost Finding,” “Industrial Economic: ,” and other textbooks. 
LEE GALLOWAY Vice-Chairman, Board of Directors, leurrnational Accountants 
B. Sc., Ph.D. Society, Inc.; Former Chairman, Board of Directors, The Ronald 
Press Company; Former Director, Department of Management, New 
York University; author of Office Management’ and other textbooks. 
GEORGE P. ELLIS Practicing Certified Public Accountant; Member of Faculty, Inter- 
C.P.A. national Accountants Society, Inc.; Former President, l/linois Cham- | 

ber of Commerce; Former President, American Soctty of Certified 

Public Accountants; Former President, Executives Club of Chicago. 
EN GILMAN Vice-President and Educational Director, International Accountants 
B. Sc., C.P.A, Society, Inc.; author of ‘Accounting Concepts of Profit,“ Analyzing 
Financial Statements,” ‘Principles of Accounting,” “What the 
Figures Mean,” and numerous technical articles on accounting and 








allied subjects. 
FACULTY 
Stanley E. Beatty, C.P.A. John A. Hinderiong,C.P.A. G. E. Taylor, C.P.A. 
Horold W. Boedeker,C.P.A. Jomes W. Love, C.P.A. 5. G. Terry, C.P.A. 
George P. Ellis, C.P.A. Poul H. Moore, C.P.A. G. S. West. C.P.A. 4 
C. W. Emshoff, C. P.A. Frank H. Murray, C.P.A. Horry G. Westpholn, C.P.A. 
Stephen Gilman, C.P.A. T. N. Perry, C.P.A. Eori 8. White, C.P.A, 
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Additional information about this training will be sent to you in booklet form, on.request 
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AUDITORIALLY SPEAKING 


RECONSTRUCTION 


ITH the "year 1946 the 

world is entering the first 
full year of reconversion from war 
to peace. The question uppermost 
in men’s minds everywhere is 
“What kind of peace, and what 
kind of reconversion?” Certainly 
we cannot reconvert to what we 
were before the war. The atomic 
bomb, in both its horrifying and 
its hopeful implications, is only 
one of many recent discoveries 


and rediscoveries which will pre- 


vent our ever again having the 


same kind of world, or the same 
kind of country, or the same kind 
of life that we had before. In the 
political field we have rediscov- 
ered the value, and the cost, of 
In the field of eco- 


nomics we have rediscovered the 


democracy. 


power of, as well as the threats 
to, free competitive enterprise. 
And our ability to get along with 
other people is no longer merely 
important, it has become vital. 
So, whatever the future world 
may be, it will certainly be dif- 


ferent. 




















Strictly speaking, reconversion 
will end with demobilization in its 
various phases, and reconstruc- 
tion will then begin. We, as 
auditors, have an unusual oppor- 
tunity and responsibility in help- 
ing to construct the new society 
in such a way that it will endure. 
We are in a position where we 
can observe and influence both 
the application and the promul- 
gation of the overall policies under 
which people work with each 
other in business. 

This is one of those arresting 
occasions when we need to take 
time to review carefully and ob- 
jectively the real effectiveness of 


our work. We should consider 
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especially the extent of our 
knowledge of the details of com- 
pany operations, on the one hand, 
and our understanding of manage- 
ment policies and objectives, on 
the other hand. By helping to 
improve operating methods in 
compliance with company policy, 
and by advising management on 
improvements in outmoded or in- 
consistent standards and proce- 
dures, we can do our part in help- 
ing business produce more value 
at lower cost. In this way we can 
aid in demonstrating the benefits 
of free enterprise in a democratic 
society where men can live and 
work with each other for their 


mutual advantage. 





The Internal Auditor 





NEW 
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Internal auditors know that now and in the future 
their profession must measure up to new standards 

. standards that they have set for themselves, as 
the needs of management have grown . . . standards 
that modern business has made necessary. 


There are new standards of speed—current facts for 
current decisions; new standards of fact—greater 
detail for better informed decisions; new standards 
of accuracy—more meaningful information for 
sounder decisions. 


Internal auditors are interested in providing manage- 
ment with current facts in less time . . . with less 
effort . . . at less cost. 


Burroughs’ up-to-date informational service on new 
records, new systems, new techniques, new types of 
analyses, has been of service to internal auditors in 
meeting the newer standards. They turn to their local 
Burroughs office for assistance. ... We invite you to 
do the same. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT 32, MICHIGAN 


Burroughs 


ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL MACHINES 
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NATIONAL ORGANIZATION NOTES 








ANNUAL BUSINESS MEETING 
AND 
ANNUAL DINNER 


MOST successful Annual Bus- 
iness Meeting and Annual 
Dinner were held at the Hotel 
Roosevelt, New York City, on Oc- 
tober 8th. It was particulariy 
gratifying to see such a large at- 
tendance of out-of-town members 
at so streamlined an affair. 

One of the highlights on the 
day’s calendar was the Chapter 
Activities Meeting — innovated 
the previous year. Charlie Hill, 
formerly 2nd Vice President of 
Tue Instirute and Chairman of 
the Chapter Activities Committee 
presided. A most interesting and 
profitable meeting resulted. Art 
Child, our new 2nd Vice Presi- 
dent from across the border, and 
this year’s Chairman of the Chap- 
ter Activities Committee, acted as 
Secretary of the meeting and took 
copious notes of the many inter- 
esting Chapter reports. Art wrote 
up the proceedings in his usual 
easy and lucid style and distrib- 
uted them to all Chapter Presi- 
dents. 

We were honored at the An- 
nual Dinner by having as our 
guest speaker, Inspector Lee R. 
Pennington of the Headquarters 
Staff of the Federal Bureau of In- 
vestigation, who gave a most stim- 
ulating and interesting talk on 
“Wartime Activities of the FBI”. 


GERAGHTY OF SHELL OIL 
APPOINTED SECRETARY 


We take pleasure in introduc- 
ing the new Secretary of THe 
InstiruTE, Robert L. Geraghty 
who was appointed to this office 
by Tue Instrrute’s Board of Di- 
rectors on October 24, 1945. Bob 
has been assured that he has a- 
head of him a most interesting 
and busy year. However, he is 
fortunate in having as full time 
Office Assistant ai Institute Head- 
quarters Miss Helen G. Baker, 
whose services were obtained by 
Tue Instirute during August of 
this year. Bob’s photograph ap- 
pears elsewhere in this issue. 


1945 YEAR BOOK 


INsTITUTE members will be 
pleased to hear that former In- 
sTiTUTE Secretary, Peter J. Bu- 
zanga, who is Chairman of the 
1945 Year Book Committee, re- 
ports that his Committee has this 
work well under way. As has 
been customary in past years, 
upon publication, this volume will 
be furnished free to Tue Instt- 
TUTE’s membership. 


NOTES FROM 
SECRETARY'S OFFICE 
It is thought that some of our 


newer members might not be ac- 
quainted with the fact that mem- 
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“It’s Better 
To Be Safe...” 


The prevention of errors 
is easier than catching them once they 
occur. Whether made with fraudulent 
intent, or in innocence, there is always 
the danger that alterations of accounting 
documents and records may pass un- 
noticed. 

Adequate precaution is the only sure 
answer. 

Internal Auditors will, we believe, find 
LA MONTE SAFETY PAPER a valuable 
additional safeguard—since any altera- 
tions on this paper become glaringly ap- 
parent. Thus you are assured that all 
your documents or records go to final 
audit in their original form. 


GEORGE LA MONTE & SON 
NUTLEY, NEW JERSEY 




































bership status may be retained in 
the event of a change in the na- 
ture of duties. Even retirement 
or entering into an entirely dif- 
ferent field of endeavor do not 
disqualify a member from con- 
tinuing his membership. 


MEMBERS IN AND OUT 
OF SERVICE 


Victor Z. Brink, Institute Di- 
rector and Director of Research, 
was released on October 4th from 
the grade of Lieutenant Colonel of 
the Army of the United States. 
He was called to duty on May 
30, 1942 as a Captain. During 
the entire three years and four 
months he was associated withthe 
office of The Fiscal Director, as 
Chief of the Contract Audit Pro- 
cedures Section. The work con- 
sisted of the staff supervision of 
CPFF auditing and contract ter- 
mination auditing and the pre- 
paration of manuals of procedure 
related thereto. 

He is presently associated with 
the Continental Industries, Inc., 
as Vice President in charge of ac- 
counting and internal auditing 
procedures in the companies 
owned and managed by this or- 
ganization. 

Mighty glad to have you back 
in the fold, Vic! 


Major David B. Mathias, the 
first Secretary of the New York 
Chapter, was sent to Africa as a 
representative of the AMG shortly 
after the original invasion. For 
some time past he has been asso- 
ciated with the AMG in Italy 
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with headquarters in Rome. He 
was recently promoted to Chief 
of the Allied Financial Agency. 
He has also been recognized by 
the Italian Government by being 
awarded the “Order of Crown of 
Italy”. 

Nice going, Dave! Our con- 
gratulations and best wishes! 


Major Leonard Price, who is a 
partner of Klein, Hinds & Finke, 
Certified Public Accountants, New 
York, N. Y., has been an Asso- 
ciate Member of Tue INstiruTe 
since shortly after its organiza- 
tion. In September 1942, he took 
a leave of absence from his firm 
in order to become associated with 
the Cost Analysis Branch of the 
Quartermaster Corps. This or- 
ganization was the accounting ad 
junct of the Quartermaster Price 
Adjustment Board which was en- 
gaged in the renegotiation of con- 
tracts. Shortly thereafter, he was 
commissioned as a First Lieuten- 
ant in the Army of the United 
States and as such continued the 
work he had been doing for the 
War Department as a civilian. 
As renegotiation increased in 
scope, he was transferred from 
Washington to New York as a 
member of the Cost and Price 
Analysis Branch of the New York 
Quartermaster Price Adjustment 
District Office. For the past year 
and a half, he has been Chief of 
the Financial Analysis Section of 
that office, having been promoted 
to his present rank of Major 
shortly after having assumed that 
position. 
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T THE time this is written — 
two weeks after the Annual 
meeting — it may be worthwhile 
to record some impressions of the 
work that THe INst1TuTE is doing 
and may do. 


The 


other delegates at 


Chapter Presidents and 
the Chapter 
Activities Meeting held just be- 
fore the Annual Meet- 
ing on October 8th gave reports 
that 


your Officers and Directors. Des- 


Jusiness 


were most encouraging to 
pite the restricted program this 
year, nearly all Chapters were 
represented. The enthusiastic re- 
ports of Chapter activities and 
Chapter plans indicate a general 


THE 


TUTE’s membership that individ 


realization among INsTI- 
ual benefits are obtained by indi- 


vidual activities. 


The majority of Chapter meet- 
ing programs have been comprised 
of member speakers or panels of 
speakers. Public accountants, us- 
ually associate members, have fre- 
quently been speakers or discus- 
sion-panel members. Manage- 
ment executives have added their 
direct testimony to the evidence as 


to the significant contributions of 


THE INSTITUTE’S WORK 


internal auditing to management. 


The opportunities afforded mem 


bers for informally exchanging 
views and becoming acquainted 
with other internal auditors are 
a most important result of Chap 


ter activities 


The steady increase in Chapter 
membership and number of Chap 
ters, and active interest in Chap 
ter formation in several import 
ant areas, indicate the soundness 
of the view that extension of Tu: 
INsTITUTE’s usefulness .can be 
best promoted through emphasis 
on Chapter formation and activi 


ties 


Your 


the literally 100% response he has 


President is grateful for 
received from the several calls he 
has made on members to take over 
responsibilities for Committee 
These take 


time, some of them a good deal of 


work. assignments 


time. Chapter organizations also 
need the time and talents of mem 
bers, and Chapter leaders, I am 
sure, are receiving the same effec 
tive response from their member- 
ship. 


Curtis T. ATKISSON, 
President. 





NEW YORK CHAPTER 


HE first meeting of the New 

York Chapter for the 1945-46 
year was held on October 18, 
1945, at the Hotel Sheraton. The 
discussion of the subject of the 
meeting, “Personnel Problems 
and the Training of the Internal 
Audit Staff”, was carried on by 
James W. Roberts, Western Elec- 
tric Co., Inc., Wilfrid B. Stonham, 
Tennessee Corporation and J. K. 
Laurentz, Brooklyn Union Gas 
Company with Phillips C. Sal- 
man, Socony-Vacuum Oil Com- 
pany, Inc. as discussion leader. 
From the questions raised and the 
discussion by the various mem- 
and guests attending the 
meeting, it was apparent that the 
subject was of timely interest to 
all present, and the meeting 
proved to be very interesting and 
enlightening. 

In accordance with the major- 
ity opinion of the members at the 
last meeting of the New York 
Chapter in the Spring, the panel 
type discussion meeting will be 
continued during the present 
year, at which meetings the panel 
members will present case history 
solutions to specific problems of 
current interest to internal audi- 
One or two meetings of the 


bers 


tors. 


CHAPTER NEWS 






year will be covered by talks 
given by outside speakers or by 
other members of the New York 
Chapter on timely subjects. The 
New York Chapter is looking for- 
ward to a talk by former Insrr- 
TUTE President, William H. Gar- 
bade, who will speak at the Janv- 
ary meeting. 


DETROIT CHAPTER 


The current season opened with 
a regular meeting held on Sep- 
tember 25, 1945 at which Mr. 
Thomas W. Kimmerly, Chapter 
President, presented a brief re- 
view of the accomplishments of 
the Detroit Chapter and plans for 
future activities. Mr. Earle H. 
Cunningham, as the principal 
speaker of the evening, outlined 
some fundamental concepts of in- 
ternal auditing. He paid tribute 
to auditors with imagination and 
the ability to think analytically 
rather than “routine checkers”. 

On October 15, 1945, the first 
monthly meeting of the Study 
Group convened. It consisted of 
a round-table consideration of the 
problem of determining the man- 
power requirements of an aud- 
iting department. Mr. Harry 
Bowles, of Burroughs Adding 
Machine Company, led the discus- 
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sion and all who attended were in- 
spired to the need for becoming 
more “efficiency” conscious as re- 
gards the clerical staff of our own 
organizations. 


Mr. Earle H. Cunningham at- 
tended the October meeting of the 
Cleveland Chapter of Tue Istr- 
TuTE and spoke on the subject of 
“Training the Internal Auditor”. 


Publications of Tue INstrITUTE 
or INTERNAL Auprtors, INC. are 
now displayed at the monthly 
meetings, for inspection by mem- 
bers and guests. Considerable 
interest has been aroused, and 
several orders have resulted di- 
rectly from the exhibit. This ac- 
tivity is one sponsored by the Pub- 
licity Committee, which is also on 
the lookout for publications or ar- 
ticles of interest, which are recom- 
mended to members. 


The Reception Committee is an- 
other innovation in the Detroit 
Chapter this year. This commit- 
tee has assumed the duty of mak- 
ing sure that one never comes 
twice to our meetings as a strang- 
er, and has performed this service 
well. 


The Membership Committee 
followed up all absentees at our 
first meeting by letter, in an ef- 
fort to encourage regular attend- 
ance and activity within the 
Chapter. It is believed that such 
work will go far to help them at- 
tain their objectives. 
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Mr. Thomas Kimmerly, Detroit 
Chapter President, has expressed 
himself as being greatly encour- 
aged by the growth of free dis 
cussion and interchange of ideas 
at our meetings. He is looking 
forward to even greater partici- 
pation by members in the Chap- 
ter activities during the current 
year. 


The second regular meeting of 
the season was held Tuesday, Oc- 
tober 23, 1945. Mr. Glenn A. 
Corning, General Auditor of Bu- 
ick Motor Division, Flint, Michi- 
gan presented a paper on the 
Audit of Sales. Mr. A. F. 
Knowles, Auditor, Parke, Davis 
& Company, followed Mr. Corn- 
ing with a paper on the Audit of 
Receivables. A lively one hour 
discussion of both papers was 
participated in by the fifty-three 
members and guests in attend- 
ance. 


CHICAGO CHAPTER 


Chapter activities for the 
1945-1946 were off to 
a good start with the meeting held 
September 18, 1945. Mr. L. L. 
Ellis, Consulting Management 
Engineer of Booz, Allen & Ham 
ilton, addressed the members on 
the subject of “Organizational 
Responsibilities of the Internal 
Auditor” based upon the concepts 


season 


of business counselors. The mem- 
bers participated in a lively dis- 
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cussion following the address, the 
combined results of which made 
for a profitable evening. 

\iding on the crest of popular- 
ity, the program for the October 
meeting included a panel discus- 
sion of the auditing of pay rells. 
The topics included “The Public 
Accountants’ Audit, General In- 
ternal Audit, The Audit of Com- 
pliance With Governmental Reg- 
ulations and Audits of Secondary 
Pay.” The panel was composed 
of four members, Messrs. R. W. 
Johnson, F. W. Lennon, E. L. 
Larson and K. R. Macdonald, also 
Abbott 


The subjects were 


two guests. Messrs. A. J. 
and B. Rooks. 
presented in a 


very interesting 


manner and the, reports repre- 
sented contributions of high cali 
bre as was evidenced by the en- 
thusiasm of the members. 

Mr. D. W. Morgan of R. G. Le- 
Tourneau, Inc., gave a brief re- 
port covering the innovation in 
pay roll procedure recently adopt- 
ed by his company whereby pay 
roll checks are deposited by the 
company directly to the credit of 
the employe. 


Mr. W. J. Jeffery, Residential 
Secretary of U. S. Fidelity & 
Guaranty Company was the 


speaker at the November meeting 
treating upon the subject of “De- 
falcations”’. 


The Annual Business Dinner 


held in New York on October 8th 
was attended by five members of 


the Chicago Chapter and from all 
reports it is apparent that the 
event was very successful, educa- 
We sa- 
lute our colleagues in charge for 
the grand job they did. 


tionally and otherwise. 


LOS ANGELES CHAPTER 


Mr. Malcom M. Devore, part- 
ner of Haskins & Sells spoke to 
the September 
the subject, “Some 
Aspects of Accounting for Over- 
Mr. Devore’s talk was in- 
Many 
questions and points for discus- 
sion arose after Mr. Devore’s talk. 


our Chapter at 


meeting on 


head”’. 


formal and penetrating. 


At the same meeting the officers 
of the Chapter for the coming 
year were elected. The selections 
of the 


were approved by the member- 


Nominating Committee 


ship. The member selected by 
the Nominating Committee for 


Treasurer withdrew. Mr. Albert 
A. Rorison, Aircraft 
Inc. was elected Trea- 
at the October 


meeting was a 


Douglas 
Company, 
surer meeting. 
This 
from the usual custom of having 
A panel of 
members led by Mr. Tronvig of 
Lockheed “The 


nal Auditors’ Working Papers”. 


departure 


only one speaker. 


discussed, Inter- 
Each member of the panel was 
limited to approximately ten min- 
The 


participated and did an excellent 


utes. following members 


job of presenting the essence of 











their papers in the short time al- 
loted. 

Harry Greene, Consolidated 
Vultee, “What Working Papers 
Should Contain”. 

B. Harry Manlove, Lockheed 
Aircraft, “The Purpose of the 
Working Papers”. 

G. M. Wray, Douglas Aircraft, 
“How the Working Papers Should 
Be Indexed and Filed”. 

T. E. Cashion, Arthur Ander- 
sen & Co., “Independent Account 
ant’s Views on Internal Auditors’ 
Working Papers”. 

The Officers and Directors of 
the Los Angeles Chapter attended 
a special meeting of the Los’ An- 
geles Chapter of the National As- 
sociation of Cost Accountants in 
October to hear Mr. Arthur H. 
Kent, President of the San Fran- 
cisco Chapter of Tue INstITuTE 
or INTERNAL AupiTors and Gen- 
eral Auditor of Standard Oil of 
California speak on the subject, 
“Internal Auditing, Its Purpose 
and Application”. Mr. Kent’s 
talk was a great credit to Tue In- 
STITUTE OF INTERNAL AUDITORS. 
It was so well received that a 
number of those who heard it in- 
quired about the requirements for 
admission to the Los Angeles 
Chapter of Tue InstiruTe. 


The November meeting fea- 


tured a most interesting talk by 


Mr. Robert E. Fulton on “Organ- 
ization and Operation of Internal 
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Audit Staff”. Mr. Fulton has been 
a member of Tue InstiruTe for 
Until recently he 
was General Auditor of Good- 
year Tire and Rubber Co. at Ak- 
ron, Ohio. 


several years. 


Membership in the Los Angeles 
Chapter, the second largest Chap- 
A num- 
ber of new applications are on 


ter, continues to grow. 


hand at the present time. 

3est wishes and congratulations 
are due to Chapter members Wil- 
bur L. Cranford and Harry C. 
Greene, Consolidated Vultee Air- 
Mr. Cranford 
is now Comptroller of Universal 
Pictures and Mr. Greene is Divi- 
sion Comptroller of Consolidated 
Vultee. 


The membership is looking for- 


craft Corporation. 


ward to a very active year of in- 
teresting meetings under the 
guidance of President Robert L 
Cain, Jr. and his administration. 


PHILADELPHIA CHAPTER 


Our first meeting of the fall 
season was held September 10th. 
The speaker of the evening was 
Mr. Earl Green, Chief Auditor of 
the Armstrong Cork Company 
His subject, “The Internal Audit 
of the Cost Plan”, was very well 
presented and thoroughly dis 
cussed. 

The following Officers and 


Governors were elected: 


President, Ernest R. Dent 
Vice President, F. M. Fisuer 
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Secretary, Gzorce W. Mann 

Treasurer, CHares H,. Frazier 
Board of Governors for 3 years— 

James P, MILLer 
Board of Governors for 2 years— 
Cuares E, PLatr 

The second meeting was held 
October ist instead of October 8th 
as scheduled to permit several of- 
ficers and members to attend the 
Annual Meeting in New York. 
The speaker was Mr. John M. 
Williams, who is in charge of the 
Special Studies Division of the 
Auditing Department, E. I. du- 
Pont deNemours & Company. 
The thorough treatment given to 
new problems and old by the 
Special Studies Division indicated 
one way in which the Internal 
Audit profession can progressively 
advance in the esteem of manage- 
ment. 


DAYTON CHAPTER 


The program committee has 
formulated a well rounded pro- 
gram for the 1945-1946 fiscal 
year, one that promises to be very 
instructive and of great value to 
everyone. The speakers repre- 
sent various types and levels of 
the auditing profession and will 
present diversified auditing sub- 
jects. 

The gratifying large number of 
members present at the Septem- 
ber dinner meeting attested to the 
popularity of the introduction of 
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a chapter dinner preceding each 
business session for the coming 
year. 

Our new President, Mr. Frank 
T. Sherlock, General Auditor of 
The National Cash Register Co., 
presented a very comprehensive 
and instructive dissertation on 
“The Nature and Scope of Inter- 
nal Auditing.” 


One of the most interesting 
highlights of the meeting consist- 
ed of the reminiscences of our 
oldest member, Mr. L. G. Battelle. 
C.P.A., who recounted some of 
his accounting experiences fifty 
odd years ago, when accounting 
systems were practically non ex- 
istent and each accountant de- 
vised his own methods. Mr. Bat 
telle declared that while a great 
many of the white hairs he is now 
carrying can be attributed directly 
to this accounting muddle, never- 
theless, this selfsame condition 
constituted one of the profession’s 
foremost attractions and was one 
of the principal reasons for his 
remaining in this line of endeavor. 
(The consensus of opinion was 
that Mr. Battelle was fortunate 
that the contract termination set- 
tlement period did not occur until 
later. ) 


CLEVELAND CHAPTER 


The discussion of “Internal 
Auditing in the Industrial Can- 
teen and Cafeteria” by Mr. B. H. 

















Niehaus of Factory Stores Com- 
pany at our September meeting, 
brought out many interesting fea- 
tures of auditing in this type of 
business, such as menus, recipes 
and items of that nature you 
would hardly expect an Auditor to 
know about. 

We are greatly indebted to Mr. 
Earle H. Cunningham, Vice Pres- 
ident of the Detriot Chapter, for a 
fine talk on Staff Training at our 
October Meeting. Members of 
Cleveland Control of the Control- 
lers Institute and the Cleveland 
‘lreasurers Club were present or 
sent representatives, and their re- 
action appeared to be very favor- 
able. This Meeting has brought 
Cleveland Chapter out in the open 
and should stimulate our growth 
a great deal. 

We congratulate Mr. L. T. 
Wold on his promotion to the posi- 
tion of Chief Accountant at the 
Worcester, Mass. plant of Ameri- 
can Steel & Wire Company. Al- 
so, Mr. H. O. Schroeder on his 
promotion to succeed Mr. Wold as 
Audit Supervisor of that company 
in Cleveland. 

We are happy to say that our 
growth is continuing — two more 
applications for membership have 
recently been received. 

We had as visitors at our Sep- 
tember Meeting, Messrs. J. F. 
Welch and R. G. Wilcox, Lock- 
heed Aircraft Corporation, mem- 
bers of the Los Angeles Chapter. 
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Come again, Gentlemen, the door 
is always open to members of 
other Chapters. 


TORONTO CHAPTER 


(CANADA) 
The opening meeting of the 
1945-1946 season was held on 


Friday, September 28th, 1945 at 
the Royal York Hotel, Toronto. 


The guest speaker of the eve- 
ning was Mr. A. E. Perry, Gen- 
eral Manager of the United States 
Fidelity and Guaranty Company. 
His subject was “Gambling with 
Honesty.” The subject was very 
well chosen for a meeting of In- 
ternal Auditors. His remarks 
were followed with keen interest 
since auditors, con- 
cerned with the honesty of those 
whose work we audit. 


we, as are 


The speaker classified men into 
two types, namely the high type 
and highly regarded men, and 
the small thief. The vast major- 
ity of men are honest. There- 
fore, the gamble referred to by the 
speaker would be the questionable 
character of the few who misap- 
propriate the funds of the em- 
ployer. Some of the responsibil- 
ity of dishonesty on the part of 
an employee is that of the em- 
ployer, by failing to exercise 
proper control of funds, and oper- 
ating with excessive inventories 
which permit manipulation to 
some degree without detection. 
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Suggestions put forth by the 
speaker as safeguards against dis- 
honesty were decrease in profit 
ratio, rotation of staff positions 
especially during vacation period, 
endorsements on cheques, etc. The 
subject was one which aroused a 
great deal of questioning by those 
present, and through discussion 
brought to light considerable in- 
formation. . 

Mr. Arthur J. E. Child, comp- 
troller and assistant treasurer of 
Canada Packers, Limited, past 
president of Toronto Chapter, and 
vice-president elect of Tue Instr- 
TUTE OF INTERNAL AUDITORS, 
addressed the Montreal Chapter 
at their opening meeting in the 
Windsor Hotel, Montreal. His 
subject was “Organization and 
Methods of an Internal Auditing 
Department.” 

The Programme Committee is 
planning to alternate chapter 
speakers and outside speakers. 
This procedure should have very 
desirable results and will encour- 
age research work on the part of 
the Chapter members concerned. 


SAN FRANCISCO CHAPTER 
Mr. Joel Barber, Principal 


Auditor of the 
Finance Corporation was the 


Reconstruction 


speaker at the August meeting of 
the Chapter. He delivered a high- 
ly interesting talk on “Diversi 
fied” duties of the “Internal Aud- 
itor”, which developed the need 





Mr. Barber 
stationed in the 


of Internal Audits. 
is soon to be 
Northwest. 

At the September meeting, var- 
ious company policies on regula- 
tion of office hours after V-J Day 
were discussed and tabulated for 
review of members. 

Among Officers elected for the 
ensuing year at this 
Meeting were: 

Pres., AnTHUR H. Kent, 

Standard Oil Company of California 


Annual 


Vice Pres., R. Traves Smiru, 
J. D. and A. B. Spreckels Company 
Treas., Gzorce M. Doy te. 
Crocker First National Bank 
of San Francisco 
Sec., Joun F. West, Jr.. 


Rheem Manufacturing Company 


Mr. LeRoy Cole of Lester, Her- 
ick & Herick, presented an ex- 
tremely interesting paper on 
“Joint Audits — A Case History”. 
The theme was how the Internal 
Auditor might harmoniously work 
with the outside auditors for ex- 
peditious and economical com- 
It will 
be edited and sent to the National 
Organization. 

The October meeting 
portended to be a rather drab af- 


pletion of general audits. 


which 


fair of introducing the new of 
ficers, proved to be one of the 
high lights of the year. President 
Kent sparked the members into 
discussion of 


general programs 


He stressed 


for the coming year. 
























the value that accrues to each 
member and to the Chapter in 
making a sound “investment” by 
taking an active part in programs 


and other chapter activities. He 
also suggested that prominent 


outside speakers be occasionally 
obtained and that joint meetings 
be held from time to time with 
other organizations having fields 


of interest common to ours. 


MONTREAL CHAPTER 
(CANADA) 


At October 31, 1945, our Chap- 
ter membership stood at 24 and 
there were three applications in 
the hands of the Admissions Com- 
mittee. At October 19th 
meeting 20 and 13 


our 
members 
guests were present. 
As_ these 
Chapter members are looking for- 


notes are written, 
ward with interest to the Novem- 
ber 16th meeting and to the plea- 
sure of meeting and hearing Cur- 
tis T. Atkisson, President of Tue 
Instirute. A record attendance 
is promised and each member has 
been asked to bring his superior 
an executive officer of 
his company to the meeting. 


officer or 


At the last meeting a resolution 
was adopted naming Friday, June 
1 the date of the Annual 
Meeting and Election of Officers 
for the 1946-1947 period. 

There is keen competition be- 
Montreal 
Chapters to be the first to achieve 


{+} 
rin ~as 


tween Toronto and 
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a membership of fifty and rumor 
has it that wagers were laid at the 
Annual Meeting in New York by 
Art Child and Fred Cooper. 


MIAMI CHAPTER 


Meetings of the Chapter have 
been held on scheduled dates with 


good attendance. The first 
monthly meeting of the quarter 
was concluded after dinner be- 


cause of the din of the V-J day 


celebrations just getting under 
way in the streets below made it 
impossible to carry out the pro- 
gram as planned. 

The second meeting, at which 
there 


present, 


were a number of guests 


seems to have elicited 
more interest and profitable dis- 
cussion than any other meeting so 
far held. 

On this occasion, A. H. McClain 
Chapter Vice President, who 
has had a wide range of experi- 
ence with a number of well or- 
ganized companies, both in direct- 
ing accounting and also in the 
capacity of a public accountant, 
gave an excellent talk on account- 
and checks the 
particularly in large con 


for 


he purpose of seeing to it that 


ing controls and 


need. 
auditing for 


cerns. internal 


hese controls and checks are ef- 
fectively maintained and modi- 
fied when necessary to meet 


changing conditions. 
To emphasize his points, Mr. 
McClain related after 


how his 
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years of experience and training 
in old and well organized com- 
panies he became associated with 
a comparatively new concern of 
phenominal growth, including 
branch expansion, in which the 
financial and accounting super- 
vision had not kept pace with the 
growth of the business. 


During the first twelve months 
with this company, Mr. McClain 
said he had occasion to uncover 
and study numerous irregulari- 
ties that had crept in and had 
continued to accumulate because 
of the lack of precautionary con- 
trols. While the resulting, and 
until then, unknown and unfelt 
losses were not all large, they 
were numerous and widespread. 
In this twelve months the wisdom 
of maintaining a perpetual inter- 
nal audit as a component part of 
adequate financial and accounting 
supervision had been more force- 
fully impressed upon him than in 
all his previous years of experi- 
ence. 


NEW ENGLAND CHAPTER 


The first regular meeting of the 
Chapter for the 1945-1946 season 
was held at the Vendome Hotel 
September 25. The expressed 
opinion of the members favored 
alternate programs of panels, for- 
ums and speakers. Accordingly 
the meeting was devoted to a for- 
um discussion of the recently is- 


sued Industrial Committee Confi- 
dential Survey. 


The second meeting was held 
on October 23 at which Mr. Clin- 
ton W. Bennett, Vice President of 
the Massachusetts Society of Cer- 
tified Public Accountants, and a 
Director of the National Associa- 
tion of Cost Accountants talked in- 
formally on Internal Auditing. 
A most interesting open discus- 
sion followed. 


Our membership has now in- 
creased to 26 and it is the hope of 
the officers that an active mem- 
bership of 50 will not be too opti- 
mistic as the season develops. 


Our President, Paul Tierney, 
has been appointed Chairman of 
the Special Activities Committee 
of the Boston Chapter National 
Association of Cost Accountants. 

Roland Hess, formerly with the 
New England Public 
Group, is now Assistant Chief Ac- 
counting Officer of the Central 
Maine Power Company. He has 
an interesting story to tell about 


Service 


their activities in coordinating the 
work of their Internal 
with their Public Accountants. 
We hope that Mr. Hess will be 
willing to present a paper on the 


Auditors 


results he has obtained since it is 
a subject of keen interest to inter- 
nal auditors and one on which 
many of us have made little pro- 


gress. 





V 


_. 








PITTSBURGH CHAPTER 


At our November meeting, Mr. 
Walter J. Roberts, President of A. 
J. Logan Company, Pittsburgh, 
comes to us well-qualified as a 
speaker and as an authority on his 
subject, “Internal Auditing of Pro- 
duction Planning Problems.” Mr. 
Roberts can talk right down our 
alley as, in his earlier days, he 
was one of us — an auditor. Dur- 
ing that period, he earned the de- 
gree of Certified Public Account- 
ant while with Ernst & Ernst. 
Mr. Roberts then swung into the 
field of Management Engineering 
and for fifteen years acted as con- 
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sultant on standard costs, produc- 
tion planning, and allied Manage- 
ment problems in many diversi- 
fied fields all over the country. 


He has surveyed and installed 
many systems in the subject field 
and will give us some new and 
profitable views on our opportun- 
ities and responsibilities to assist 
our companies to a_ profitable 
peacetime conversion. In _ his 
present capacity of President and 
General Manager of a prominent 
local bedding manufacturer, his 
knowledge of production planning 
is one of his greatest aids. 





Ross Bros. & Montgomery. 





NECROLOGY 
It is with deep regret that we announce the passing of 
Mr. Donato G. CoLquHoUN. 


Angeles Chapter and had been associated with Lybrand, 


He was a member of Los 
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A. A. BUZZI, Chairman of “Digest of Other Publications Committee” , 


directs attention to the following article of interest 
OCTOBER 1945—"National Auditgram” 


Subject: The Auditor As A Vital Factor In A Bank 
By: 


CLIFFORD S. YOUNG, President | 


Federal Reserve Bank of Chicago 


Suffice it to say that Mr. Young’s article is of real pertinent 

interest, not only to Internal Auditors of Financial Institutions, 

but also to Internal Auditors engaged in any line of endeavor. 

I heartily recommend it as excellent reading material for members { 
of Tue Instirure. 


WHAT MANAGEMENT EXPECTS OF THE 


INTERNAL AUDITOR” | 


By D. E. BROWNE 
LOCKHEED AIRCRAFT CORPORATION 


Mr. President, Mr. Chairman, members and guests of the Los Angeles | 
Chapter of Tue Instrrute or INTERNAL AupITORs: \ 


I am honored tonight in having an opportunity to address you. I_ | 
have closely followed the development of your profession and possess 
a great amount of interest in its well-being. Likewise, the subject, as 
chosen by your program chairman, is one in which I personally am 
interested. You are at liberty to draw, then, the inference that I 
have something so say on the subject of “What Management Expects 
of the Internal Auditor” and that I want to say it to you. 


Before you draw any further conclusions, however, I want to 
make it quite clear that my remarks tonight must be judged in light 
of certain facts. I hope you will not be misled by the editorial liberties 
that your program director has taken in describing me as, and I quote, 
a speaker from the ranks of top management.” I do not consider ° 
myself as such, at least not in so far as the subject tonight is concerned. 


* A paper presented before the Los Angeles Chapter on April 10, 1945 \ 
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Academically speaking, my position is usually regarded as a top 
management job. I believe that current writers upon the subject of 
management are more or less agreed on the thought that there are 
three levels or zones to top management. There is first the trustee 
function, the Board of Directors. Zone two consists of those officers 
who devote all or a substantial portion of their time to the problems of 
the corporation as a whole. Zone three consists of those officers or 
executives who head major functional units of the corporation and 
devote all of their time to their respective specialties. My particular 
position in the organization of our Corporation falls in Zone three. 
Technically, I am a part of top management. 


From the practical standpoint, however, of addressing you gentle- 
men on the topic chosen for tonight, I would suppose that you would 
prefer to be addressed by an individual from either of the top two levels 
of management, for in such, you would hear first-hand, the thinking 
of an executive, the calibre of whom is in most cases identical to that 
possessed by the officer of your corporation to whom you are trying 
to sell the merits of your profession. While I believe this to be true, 
I do not consider my efforts tonight totally useless for your purposes, 
as I draw some consolation from the fact, that as “Mister-in-between,” 
I am familiar with the thinking of top management and am acquainted 
in some detail with your profession. Perhaps, then, from this advan- 
tageous position, I may be able to shed some light upon the question 
before us. 


I should like to voice one other word of caution to you. Manage- 
ment, like internal auditing, is dynamic. Rapid strides have been 
made in management techniques in the last ten years. I would not 
attempt to say that a general statement could be made to the effect 
that the aircraft industry is outstanding in the field of the development 
of managerial controls. True, the industry has done what is conceded 
to be, in pratically every quarter, an excellent productive job. The 
aircraft industry has made great strides in the development of over- 
all managerial controls but has had little opportunity, because of its 
youth, to develop detailed controls such as are usually associated with 
older industries. A great deal of the effort in developing managerial 
controls, as such, has been because of necessity confined to productive 
efforts. 


Such a course has been dictated by the avowed intent on the part 
of our Government to provide our Armed Forces with the best and 
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most modern weapons. Then, too, a great amount of the field of en- 
deavor usually attributed to top management has been performed by 
the Armed Services. The lack of a complete field in which to operate 
has, I believe, served to retard the development of outstanding manage- 
ment control techniques in the industry. I would like to have you 
keep these thoughts in mind, so that if I fail to describe to your satis- 
faction the functions of top management, you will understand that my 
views are based upon observations made against the background of a 
war-expanded organization. 


I would like at this point to deal with one other preliminary mat- 
ter. I want to try to define my understanding of the terms “manage 
ment” and “internal auditing.” By so doing, perhaps we can arrive 
at a common premise which will serve as a starting point. 


I think that the definition set forth in the book, “Top Manage- 
ment Organization and Control,” written by Holden, Fish and Smith, 
and published by the Graduate School of Business of Stanford Univer- 
sity, will suffice our purposes for a definition of “management.” These 
gentlemen describe top management as that group of individuals who 
have as their primary responsibilities: 


(1) The farsighted planning and clarification of objectives; 
(2) The creation of a sound plan of organization; 
(3) The selection of qualified personnel in key positions; 


(4) The design of an effective means of control. 


So much for management. As to internal auditing, I prefer a 
somewhat modern definition. We can here agree that internal audit- 
ing is concerned with more than a mere policing function designed to 
prevent defalcations and thefts. Personally, I would not go as far as 
Herbie Kimball goes when he defines internal auditing (and I think 
only when discussing his budget) as the verification of all representa- 
tions to management. I believe our friend, Col. Victor Brink, comes 
as close to my concept of internal auditing as anyone I know when 
he describes it as: 


“the organized activity on the part of management to assure itself 
of proper adherence to company procedures and policies, and to 
secure the benefits of a systematic verification and constructive 
analysis of the accounting and financial aspects of the company’s 
operation.” 
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n- My only point of difference with Col. Brink’s definition is that I would 
by include the word “control” in the last part of the definition so that it 
te would read: 

e | “the organized activity on the part of management to assure itself 

ou of proper adherence to company procedures and policies, and to 

Is- secure the benefits of a systematic verification and constructive 

1y analysis of the accounting, financial and control aspects of the 

a company’s operation.” 

Victor H. Stempf, in an article in an N. A. C. A. Bulletin, shed 
it- considerable light on the function. He stated: 

c “Internal audit plays an important part in supplying reliable 
data upon the analysis of which remedial measures depend, rela 
tive to the elimination of waste, the institution of economies and 

e- in determining standards of performance. Management has 

h. found internal auditing an essential factor in keeping posted in 

r- the state of business and in bringing to light all material facts 

se relative to the conduct of the business.” 

wi Mr. Stempf’s definition is of assistance in disclosing the broad field of 

the internal auditor, but Col. Brink’s definition is more specific. 

| Having now told you of my point of observation of the problem 
of “What Management Expects of the Internal Auditor.” and of my 
understanding of the terms used, I come to what I hope is the mes 
sage I have to bring to you. 

* | The need for the function of internal auditing is generally thought 

t- to have resulted from the increased size and geographical spreading 

to of our modern corporations. These factors have led to a lessening of 

personal contact between management and the worker and have re 
rk sulted in an ever-increasing reliance upon reports, both accounting 

J and other types, as a basis for the determination of policy, and as 

es means of determining whether or not the organization as a whole has 

- satisfactorily complied with management directives. It is the job of 

the Internal Auditor to see that the reports upon which management 

If bases its actions are accurate, and with respect to those operations 

to | which do not readily lend themselves to measurement by reports, to 

ve , make first-hand, on-the-scene observations for the benefit of manage- 

Yg ment. William E. Werntz, who is chief accountant for the Securities 


and Exchange Commission, in an address before the Second Annual 

















26 The Internal Auditor 


Conference of your Institute, stressed the need for accurate reports, 

Mr. Werntz said: 
“It is an axiom of good management that delegated authority 
should carry a corresponding share of responsibility. But the 
discharge of responsibility can only be demonstrated by means 
of reports of one kind or another. In large complex enternrises 
these reports are the lubricant that permits the organization to 
run smoothly.” 


It is trite to say that these reports are useless unless accurate. 
Accuracy does not result from good intentions alone, but rather from 
carefully planned procedures and methods of internal control. Mr. 
Werntz stated that: 


“Internal auditing contributes much, and with amazing efficiency, 
to the elimination of unintentional inaccuracies as well as care- 
fully planned fraud.” 


Arthur E. Hald, Manager of the Auditing Department of Con- 
solidated Edison Company of New York, hit the nail on the head when 
he said in an address before the Second Annual Conference of your 
Institute: : 

“Internal auditing can make up for the insulation between 

management and the man on the job who has the responsibility 

for carrying out policy; also for clearing out impedimenta in the 
informational stream between the two.” 


The foregoing statements illustrate, I believe, the purpose of Internal 
Auditing. 


Having touched upon the purpose of internal auditing, let us look 
briefly at how it operates. I believe internal auditing is a staff func- 
tion and should be kept so. It should not supplant line operations. It 
is a form of internal control, but is not all of the field of internal con- 
trol. It should not take the place of routine checking, commonly per- 
formed in line operations, but should be concerned with seeing that 
these checks are being performed. There is a principle of manage- 
ment, listed by the American Management Association, which is stated 


as: 


“Any executive whose work is subject to regular inspection should, 
whenever practicable, be given the assistance and facilities neces- 
sary to enable him to maintain an independent check of the qual- 
ity of his work.” 
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I do not believe internal auditing should be concerned with en- 
deavors in this field. It should be devoid of routine repetitive check- 
ing functions, commonly associated with line operations. An example 
of such an operation is the reconciling of bank statements. Let the line 
organization do the reconciliation. The Internal Auditor should be 
content to see that the job is done in accordance with accepted prin- 
ciples and at the intervals selected by Management. 


Internal auditing is an advisory function. It should have no 
other responsibility than to report to line executives the extent of the 
compliance of their organization with the dictates of top management. 
As a concomitant of this responsibility, is must be clothed with suf- 
ficient authority to permit it to do its assigned task. 


Internal auditing is performed by an examination of records, 
conditions, data and individuals pertinent to the particular audit. The 
usual sources of such information are: 


1) The accounting records, either original documents, journals 
or ledgers; 

2) Physical inventories — confirmation or other verification 
activities of similar nature; 

5) Expressions of opinion on the part of officers and employees; 
and 


4) Observations on the part of the auditor. 


The results of the Internal Auditor’s efforts should be communicated to 
Management and to the proper line executives by means of reports. I 
believe these reports should indicate 


a. The purpose of the audit; 

b. The scope of the examination; 

c. The findings made as a result of the examination; 
d. The conclusions drawn from the examination. 


We follow the practice in our Corporation of stating the findings 
in summary fashion in the basic audit report and attaching to the 
report a detailed list of findings. The basic report provides the execu- 
tive and management with a summary of the examination, while the 
detail findings provide the specific information which in most cases 
the subsidiary line operations will require in order to institute such 
remedial measures as may be required. I believe it to be good prac- 
tice to require the auditor to review the draft of the audit report with 
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the operational executive or manager of the function covered. In this 
fashion, adequate opportunity is presented for the auditor to verify the 
report. Accordingly, he may avoid making misstatements to manage- 
ment. 


The report of the results of the examination should be made avail- 
able to the major functional executive who is concerned with the 
scope of the examination. Copies should be made available to the gen 
eral manager or to a suitable individual on his staff and to the com- 
pany’s independent public accountants. I believe that such a distribu- 
tion of the report will satisfy the minimum requirements for dissemin- 
ation of the information disclosed by the internal auditing department. 
In special cases, copies of the report may be submitted to other units 
of the organization, such as the Legal Department, the Industrial Re- 
lations Department, Management Control, etc. 


Sometimes there are questions as to, the method of distributing 
the report. The choice is indicated in most cases by the character of the 
organization. In our company, the Internal Auditing Department pre- 
pares the letter of transmittal covering each audit report for the Con- 
troller’s signature. Such letters are addressed to the functional execu- 
tive and others concerned with the report. In this letter, we indicate 
whether or not a response to the report is required. If a reply is called 
for, the Internal Auditing Department performs the follow-up function 
and determines whether or not the reply, when received, is satisfactory. 
Acceptance or rejection of the reply is indicated by means of a letter 
prepared by the Auditing Department, addressed to the Controller, a 
copy of which is forwarded to the line executive by the Controller. 


While the underlying purpose of Internal Auditing is a verifica- 
tion and analysis of representations to management, such verifica- 
tion and analysis should, in my opinion, be confined to a specialized 
field. As I have indicated previously, that field consists of the verifi- 
cation and analysis of the accounting, financial and control aspects of 
the company’s operations. The Internal Auditor should not endeavor 
to master-mind the established line executives as selected by manage- 
ment. It should be constantly borne in mind by the Internal Auditor 
that his job is not to double check the opinions of the Legal Depart- 
ment, the Chief Engineer, the Works Manager or the Industrial Engi- 
neer, other than to determine whether the action of such individuals is 
in conformity with the directives and policy decisions of management. 
If management has determined to build an airplane of a certain 
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weight, to perform a specific task at a certain cost, I believe the Inter- 
nal Auditor’s field in his examination to be limited to ascertaining that 
an airplane instead of an automobile was designed, that the weight as 
determined by the engineers under appropriate internal] check is within 
the limits defined by management and that the cost estimates meet 
the requirements of management. 


I am particularly desirious of stressing this point, for in my per- 
usal of the literature of your profession, I find frequent questions from 
practitioners as to whether or not the Internal Auditing staff should 
contain attorneys, chemists, engineers and the like so that they might 
completely check the operations of the line organization. I believe 
such an extension of the function of the Internal Auditing Depart- 
ment is completely unwarranted and, if allowed to exist, will eventu- 
ally lead to the downfall of the profession. Few managements will 
allow such a duplication of directive effort to exist. Sooner or later, 
the question will arise as to who has the responsibility for getting the 
line job accomplished. 


The Internal Auditor should constantly bear in mind that his 
efforts have distinct limitations. There is the conflict with fixed 
responsibilities. The Auditor must constantly keep in mind that his is 
a staff position. Secondly, the auditing personnel has certain technical 
limitations. Most auditors possess accounting and business training 
and are capable of finding their way around in the accounting opera 
tions, but such individuals should be particularly cautious when ad 
vancing opinions upon subjects without the sphere of their own train 
ing and experience. Thirdly, there is the limitation of time. The 
Auditor can seldom take the time to duplicate the efforts of the line 
organization but must, and should, except in unusual cases, content 
himself with spot checks to determine the accuracy of representations 
to management. 


Perhaps now is the time to discuss the place of the Internal Audi 
tor in the corporate organization. Should the Auditor report to the 
Board of Directors, the President, the General Manager or the Con 
troller? For my part, I do not think a general answer can be given 
unless it be to place the function under the individual where the work 
will have the best opportunity for accomplishment. The placing of the 
function depends to some extent upon the character of the job per- 
formed by management. If the Board of Directors, for example, is 
relatively silent and takes little part in laying out the job to be per 
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formed by the organization, then little can be accomplished by having 
the Internal Auditor report to the Board of Directors. Likewise, if 
the President is equally silent, the field of internal auditing is nar- 
rowed. Internal auditing is a tool of enlightened management —a 
management that controls the organization in every sense of the word 
—and if such a job is not performed by management, the function of 
Internal Auditing becomes more or less confined to the field of verifi- 
cation of accounting and financial data. 


From an entirely personal standpoint, I favor placing the function 
of Internal Auditing under the Controller. True, the function must be 
separated from thé routine accounting work, but this can be readily 
accomplished. I have two reasons for such an opinion. First, I believe 
this answer is indicated when one considers the predominant nature 
of the work of the Internal Auditor. If there is any merit in the idea 
of having related work performed under the same executive — if ample 
opportunity is to be given to the auditing personnel to advance in the 
corporation, then I believe the Internal Auditor should report to the 
Controller. My second point is perhaps weaker and less logical. 
Management selects a Controller to head the accounting organization 
of the company. He is the one charged with the responsibility of 
making determinations of accounting policy. The Auditor should not 
be concerned with substituting his ideas as to proper accounting policy 
for those of the executive to whom management has delegated the func- 
tion. I feel that there would be a tendency in this direction because of 
the training and background of the auditor. Let me reiterate, how- 
ever, that I believe the problem is really to place the Internal Auditor 
in that place in the organization where he will get his job done under 
the most ideal conditions. If the auditor is disposed to try to “out-con- 
trol” the Controller, then I believe he should be placed under the Con- 
troller. If, on the other hand, the Controller is so narrow-minded as 
to try to prevent the auditor from making full disclosures as to unsat- 
isfactory conditions in accounting, the function had better be placed 
elsewhere. It goes without saying that the auditor should be directed 
by an executive who understands the function. I think in most com- 
panies the individual who is most likely to be in this position is the 
Controller. 


Our final observation should be made as to the method of opera- 
tion of the function of Internal Auditing. The organized activity of 
the department should be conducted in such a way as to set an example 
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for the rest of the organization. We do not like to find our policemen 
to be fugitives from justice, nor do we like to find our auditing opera- 
tions an example of poor management. I believe the work to be per- 
formed by the auditing department should be carefully planned and 
budgeted. Periodic reports should be issued to show the accomplish- 
ment achieved. The Internal Auditor should lay out his work pro- 
gram, indicating the tasks to be undertaken, the frequency of the ex 
aminations and the estimated number of hours required to effect the 
program. These hours should be translated into man-power require- 
ments by occupation so as to indicate the number of senior auditors, 
junior auditors, typists, etc., required. Such a program, or budget if 
you prefer, should be submitted to management for approval. Periodi- 
cally, through the year, follow-up reports should be issued, showing 
the examinations made, the time required, compared with the original 
budget. Explanations should be submitted to account for major devia- 
tions. 


Without attempting to labor further the point of how the auditing 
operations are conducted, let us.examine what it is that the Internal 
Auditor actually does. At any rate, whatever the justification for it, 
I feel I had better say something on this phase of the subject now be 
fore you accuse me of getting the cart before the horse. 


Col. Victor Brink has suggested in his book on “Internal Auditing” 
that the services the Internal Auditor has to offer to the organization 
in which he works consist of: 


(1) Activities dealing with compliance; 
(2) Conservation of resources; 
(3) Verification and analysis of data; 
+) Appraisal of procedures and allied matters; 
(5) Training and other aids to company personnel; and 


(6) Miscellaneous. services. 


The Internal Auditor’s activities in the field of compliance I be- 
lieve to be of paramount importance, for it is in this phase of his work 
that he provides the necessary follow-up upon executive orders and 
directives to assure the ultimate conformance of the organization to 
such orders and directives. The Internal Auditor should be thoroughly 
conversant with the directives issued by Management as a whole, and 
also with the accounting policy statements issued by the Controller. 
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The work of the Internal Auditing Department should be so designed 
as to assure Management and the Controller that the organization is 
complying with their directives. 


Let us consider for a few moments the follow-through on Manage- 
ment directives which are issued to enable Management to secure an 
effective means of control. In most corporations, the control by Man- 
agement over policy matters is accomplished by means of the issuance 
of a well-designed policy manual compiled and maintained by an 
appropriate staff agency. The Internal Auditor should take steps as 
may be necessary to ascertain that the organization as a whole is com- 
plying with these policy directives. 


Most managements are interested in controlling the organiza- 
tional structure of their business enterprise, and do so by the issuance, 
through a staff agency, of an organization manual. The Internal 
Auditing Department should take the necessary steps to ascertain that 
the organization as a whole is complying with the “organization man- 
ual” and also that the charts reflected in the manual represent the 
current condition of the organization. 


Most companies through management directives have a program 
designed to assist Management in the selection of key personnel. 
These programs are usually administered by the Personnel or Indus- 
trial Relations Department. This latter group, being a staff agency, 
attempts to survey the selection of junior key executives as made by 
the line executives to determine whether or not such selection is in 
compliance with the progrom designed by top management. The In- 
ternal Auditor’s work in this field should be such as to assure Manage- 
ment that the Personnel Department is discharging its function of in- 
ternal check in a satisfactory manner. 


In the field of control of wages and salaries, top Management usu- 
ally dictates the over-all corporate policy. Such policy may be entire- 
ly developed by the corporation or may be a combination of corporate 
policy and policy dictated to the corporation by the Treasury Depart- 
ment through Salary Stabilization regulations and rulings. In our 
particular company, the Industrial Relations Office is charged with 
seeing that the over-all salary policy, reflecting Management decisions 
and Treasury regulations, is complied with by the organization. The 
Internal Auditing Department checks the individual changes and the 
salary structure to ascertain that the Industrial Relations Office is here 
carrying out its function of internal check. 
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I would like to cite also one other example of a field in which the 
Internal Auditor is in an ideal position to aid Management. This is in 
the field of methods and manpower. Most top managements indicate 
in some form or other the functional jurisdiction of the Corporation’s 
major executives. Despite the best of intentions, duplications of func- 
tions enter into the picture from time to time. The Internal Auditing 
Department in its analysis of departmental activities should be awake 
to its responsibility of calling to the attention of Management the pos- 
sibility for elimination of duplicate functions. 


If the Management of your corporation has been active in deter- 
mining the methods of controlling costs, service department efforts, re- 
search and development, or the line of products to be sold, I suggest 
that you gentlemen who hold the responsibility of directing the In- 
ternal Auditing Department's efforts in your company, review these 
directives by Management and ascertain what steps you can take to 
assure Management that their directives are being carried out by the 
various executives in your organization. 


I have purposefully stressed the Internal Auditor’s work in the 
field of following up Management directives upon control devices, 
because I feel in most instances that it is impossible to detect compli- 
ance with such directives by means of reports and that an accurate 
analysis of the extent of compliance can only be determined by first- 
hand observations, either by Management itself or by an agency, such 
as the Internal Auditing Department. 


There has been a tendency on the part of some corporations to 
have the individual staff agencies, which have assisted in developing 
the corporate policy, whether it be budgetary control, organization 
control or policy control, attempt to examine the various departments 
in the organization to see whether or not they have complied with the 
announced polices of Management. Such efforts I believe to represent 
a duplication in the field of auditing. I think that it is better to con- 
fine all such verification activities to one department and that there is 
no better place in the organization to do this type of work than in the 
Internal Auditing Department. 


There is quite a field of work for the Internal Auditing Depart- 
ment in the reviewing of operations of the departments within an or- 
ganization which commonly originate accounting documents, but 
which are outside the administrative control of the accounting organiz- 
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ation. In our corporation, I have in mind such items as purchase 
orders, sales invoices, employee change of status notices and material 
requisitions. The Controller usually issues directives, by reason of his 
functional authority in the field of accounting, to the line executives 
concerned with the functions of purchasing, industrial relations, etc., 
in which he establishes the principles by which such documents are to 
be originated. While the document itself evidences to some extent 
the degree of compliance obtained, it is necessary in most cases to re- 
view the actual operations of the originating department to determine 
whether or not the announced policy of the accounting organization is 
being met. 


In the matter of the conservation of resources, the Internal Audi- 
tor should be on the lookout to detect misappropriations of corporate 
funds or assets. Most of the work in this field of operation is con- 
fined to reviewing the system of internal check followed by the cor- 
poration. While I am sure that you gentlemen understand what I 
mean by the term “internal check,” let me say for the record that 
what I am thinking of when I use the term is that the incoming mail 
should be in charge of some responsible person other than the em- 
ployee who posts thé cash receipts, separation of petty cash funds from 
the day’s receipts making all disbursements by check, placing inven- 
tories under perpetual inventory record controls, establishing controls 
over the write-off of bad debts, rotation of employees on vacation, issu- 
ance of complete instructions, careful selection of personnel, bonding 
of employees, organizational discipline, etc. 


In the field of verification and analysis of data, the basic job con- 
sists of the taking of inventories to determine whether or not they are 
in agreement with the detailed records, counting of petty cash funds, 
verification of accounts appearing upon the trial balance, ascertaining 
that the detail records are in balance with the control records, and in 
fact the whole field of work commonly performed by the independent 
public accountants: The auditor’s work in this field should here be 
confined wherever possible to determining that the routine operations 
and checks thereof are sufficient to prevent inaccuracies. In most large 
corporations, for example, in the matter of inventory control, there 
are established procedures for rotating physical counts and bringing 
the books in agreement therewith. The Internal Auditor’s work in 
such circumstances should be concerned principally with satisfying 
himself that the inventories were taken under proper controls and 
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that the results obtained were in accordance with the actual conditions. 
In our particular corporation, the Internal Auditing Department reg- 
ularly schedules work upon the following projects: Cash in banks 
and on hand, notes and accounts receivable, inventories, invest- 
ments, deferred charges, accounts payable, payroll, taxes, sales, cost 
of sales, other income and expense. All of the work in this sphere 
of operation is designed to advise the line operations of the condition 
of their records. It is well for the Internal Auditor, in considering 
these phases of his work, to review the reports that are made from 
such records and the distribution of such reports so that, if Manage 
ment has been acting upon the basis of erroneous reports, Manage 
ment may be so advised. 


The Internal Auditing Department is interested in the appraisal 
of procedures and allied matters. Throughout all of the work of the 
Internal Auditing Department, emphasis should be placed upon work 
directed to determine whether or not established procedures serve to 
bring about compliance with Management policies. The auditor can- 
not only determine the effectiveness of such procedures, but is in an 
excellent position to make suggestions for improvements in procedures 
by reason of his broad contacts throughout the organizational struc 
ture. Acceptable procedures developed within one unit of the corpor- 
ation may then be made available to other units. The Internal Audit- 
ing Department here serves as a sort of publicity agent. 


If the Internal Auditing Department succeeds in discharging the 
majority of functions in the manner in which I have outlined, the 
personnel of such an operation will have received an ideal training for 
executive positions within the corporation. No business enterprise 
possessing an internal auditing department should overlook this source 
of executive material. I do not believe that the Internal Auditing 
Department should be allowed to become a mere training organiza- 
tion, for the department certainly must be staffed with some perman 
ent personnel in order to maintain continuity of operation. What I 
am trying to suggest is that prospective employees for internal audit- 
ing work be carefully selected with the idea in mind of training such 
employees for advancement within the corporation. Also care should 
be exercised in dealing with this department in order to prevent the 
jobs therein from becoming dead-end jobs. Such a program of train 
ing, if applied, must be carefully applied, for without care, the in- 
dividual tends to become over-specialized and his salary becomes too 
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high to make it possible to transfer him to other units in the organiza- 
tion. 


The Internal Auditing Department can render many special ser- 
vices in the field of special investigations. Caution should be taken, of 
course, so that such special investigations will not be allowed to en- 
croach upon the regular work of the department. I believe the prin- 
cipal work under this caption today, at least in our Corporation, falls 
under the heading of “Auditing Subcontractors’ Termination Claims.” 


In trying to develop the background for this presentation to you 
tonight, I skimmed through a considerable number of books and papers 
dealing with your profession. I noted a repetition of the question 
concerning the part that the Internal Auditor should play in the design, 
review and approval of company policies and procedures. Personally, 
I do not think that it is advisable, as a regular practice, to involve the 
Internal Auditing organization in work of this nature, for if carried 
to an extreme, there will inevitably be developed a pride of authorship 
concerning the procedures which will bring about prejudice that will 
serve to prevent impartial examinations. 


I think that with these remarks I have given a general indication 
of what I believe to be the work of the Internal Auditor. I hope that 
you have noted some degree of consistency in the approach to the 
problem in that the examples, that I have cited, of the work to be per- 
formed by the Internal Auditing Department are confined to an ad- 
visory field of endeavor, and furthermore have been such as to be de- 
void of resemblance to operations which should be performed in the 
line. 


I have up to this point given you my views relating to the purpose 
of internal auditing, how it operates, and what it does. One might 
properly ask of what value are the corporate efforts devoted to this 
function. There are several ways of measuring the value received. 


In our own particular case, we have found that savings resulting 
from our efforts upon vendors’ termination claims have gone a long 
ways toward paying the cost of our internal auditing work. The sug- 
gestions which they have made towards increased efficiency of line 
operations, which have been put into effect, have resulted in tangible 
savings that were directly attributable to the work of this department. 
If the Internal Auditing program is recognized by the independent 
public accountants employed by the Corporation, that will undoubtedly 
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result in a lower fee for their work than would exist were it not for 
the Internal Auditing Department's efforts. Where cases of fraud are 
discovered, the recovery of such items may be credited to the depart- 
ment. These are tangible measurements. 


In the field of intangible values, there is the satisfaction of know- 
ing the Corporation has done everything possible in assuring itself 
that its records are accurate and that the directives of Management 
have been complied with by the organization as a whole. The value 
received from training employees for junior executives positions, while 
of an intangible nature, cannot be minimized. These results, both 
tangible and intangible, in my mind justify the work undertaken by 
the Internal Auditor. 


In conclusion, I believe the purposes of internal auditing to be 
sound. There is a requirement for the work in the field of internal 
auditing and full value is received by reason of such effort, and it is 
my opinion that the profession of internal auditing has in ‘store a 
brilliant future. This is, of course, assuming that there will be no 
great social revolution which will bring about either a socialization of 
our industrial effort or a breaking up of our large corporations. If 
neither of these occurs, then the internal auditor’s road to recognition 

‘thin his own corporation is dependent entirely upon the manner in 
which he performs his task. If the internal auditor constantly does 
his job well, it is inevitable that he should secure the recognition due 
him. You have made a sound start in your profession, keep it up. 


RENDERING ASSISTANCE TO TOP 
MANAGEMENT™* 


By A. H. KENT 
STANDARD OIL COMPANY OF CALIFORNIA 


I have heard the criticism offered in regard to certain professional 
gatherings — including some devoted to accounting — that they grew 
to be rather dull and uninteresting. 


The reason offered was that speakers, at times, became ultra- 
conservative and inclined to advance only those ideas that they felt 
sure would be in accord with those of the group which they were 





* A paper presented before the San Francisco Chapter on April 12, 1945. 
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addressing. Hence, they did not care to venture out into other areas 
of thought. 


Now, I am looking forward to our Institute meetings with the 
hope that I shall hear views expressed that are somewhat different 
than my own, and learn of auditing experiences that have not come 
to me. 


If I do not, then although I may receive some comfort in knowing 
that I do things the way others do them, I shall learn nothing that 
shall broaden me. 


So tonight, I shall not quote from text-books, and discuss only 
those ideas to which everyone through all the years of auditing has 
subscribed. With some of my views you may disagree. Fine. Some 
of you may have had somewhat similar experiences. Some may not be 
in a position to apply them — if they would. But I, at least, hope to 
provoke and stimulate your thinking. 


DEVELOPMENT OF PROFESSIONAL STATUS 


The avowed purpose of our Institute is to develop the true Pro- 
fessional Status of the Internal Auditor. This suggests, first, that we 
develop or grow beyond the confines of the ancient concept of auditing 
—held by Auditors themselves and by those whom they audited. 


It also suggests that in this growth, our greater sphere of useful- 
ness shall become so apparent, as to gain recognition in the eyes of the 
Top Management of our respective businesses. 


Possibilities, of course, will vary with the nature of the business 
in which you are engaged. I am sure, however, that all of us desire 
to be recognized by the big men of our companies — and operating 
men, in general — as being of valuable assistance to them in the con- 
duct of business. 


I thought you might find some interest in the experience of the 
Auditing Division of the Standard Oil Company of California. 


FIELD OF INTERNAL AUDITING 


The field of Internal Auditing might be divided broadly into two 
areas: 
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(1) The determination of the Propriety and Accuracy of Records, 
that eventually produce the Financial Statements of the Company. 

This, of course, involves that type of examination which closely 
parallels the work of the ‘Outside Auditor’ — with some matters per- 
haps receiving more detailed attention by one or the other. 

In this phase of Auditing lies the important problem of scientifi- 
cally coordinating the work of the Outside and Internal Auditors 
so as to produce the acme of Assurance, and the minimum of Duplica- 
tion — hence, unnecessary expense. 

This phase was touched on in our last meeting and will doubt- 
lessly enter into many future Institute discussions. 

The development of such a Program varies with the firms con- 
cerned. My own Staff and our Outside Auditors (Price, Waterhouse 
& Co.) have, I believe, a very happy working arrangement. 

I am leaving this phase to other speakers. 

(2) I shall discuss tonight the second area of Internal Auditing 
— those features which particularly distinguish the Internal from 
the Outside Auditor. 


A COMPANY MAN 


The Internal Auditor is a Company employee. 

He has a personal interest in the success of his own Company. 

He has an interest beyond the Certification of the Financial State 
ments— that they are compiled properly, and represent the actual 
position of the Company. 

He is concerned with the matter of whether his Company earned 
as much as it should have done; and whether by reason of his analyt- 
ical skill he can be of assistance in eliminating waste, poor judgment, 
and correcting unsound policies or practices that diminish Earnings. 

From an overall standpoint, the Outside Auditor may have some 
interest in such matters. 

But, he is not usually in a position either from “background” or 
“time available” to make the intensive studies necessary to the deter- 
mination of such conditions. 


So much for the general theory. 


I shall try to develop the subject, by outlining the EVOLUTION 
of INTERNAL AUDITING in that Company which I know best 
my own, the Standard Oil Company of California. 
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THE STANDARD OIL COMPANY OF CALIFORNIA 
AND ITS AUDITING STAFF 


First, to follow the useful pattern set in our last meeting by the 
Auditors of the Golden State and the Shell Oil — Messrs. Henson and 
O’Brien —I shall say a few words as to my Company, and then ex- 
plain the Organization, scope and responsibility of the Auditing Staff 
—as well as our methods of selection and development of Staff per- 
sonnel. 


The Standard Oil Company of California, as you know, is a mem- 
ber of the Petroleum Industry. It has approximately 20,000 em- 
ployees on its rolls. 


The Parent Company, its Subsidaries and Affiliates operate in this 
and many other countries. 


It embraces the entire circle of exploration, production, and trans- 
portation of Crude Oil; and the refining, transportation and marketing 
of Petroleum Products. 


So much for the Company. Now for the Auditing Staff. 


ORGANIZATION 


In addition to my Assistant, I have 15 Traveling Auditors, and a 
Home Office clerical Organization of 3. 


(At present, I have 3 of my Traveling Staff loaned out on a 
special assignment. ) 


In our Company, the General Auditor is a member of the Comp- 
troller’s Department. 


SCOPE 


We conduct approximately fifty surveys each year. Many are 
on an annual basis, others at somewhat longer intervals, and some on 
special request. 


Parent Company Audits. There are ten MARKETING District 
Audits to be made, covering the entire Pacific Coast Area. 


OILFIELD and REFINERY Audits (Producing, Pipe Line, Natu- 
ral Gasoline, Purchase and Stores, and Manufacturing Departments) 
are made at various points in the San Joaquin Valley and Southern 
California. 
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SAN FRANCISCO HEADQUARTERS’ Audits include: Trans- 
portation Department (Marine, Traffic, Distribution), Foreign Trade, 
Annuity Office, Real Estate, Stock Transfer, General Office of the 
Company, etc. 


SUBSIDIARIES include Standard Stations, Inc., Standard Oil 
Company of Texas (El Paso and Houston), The California Company 
(New Orleans and Denver), Standard of British Columbia, American 
Bitumuls Co., etc 


AFFILIATES Arabian American (San Francisco), Bahrein Pet- 
roleum Company (New York). 


MISCELLANEOUS A variety of companies with which the 
Standard Oil Company of California may have some business connec- 
tion. 


RESPONSIBILITY 


Other than for special requests by Directors and Officers of the 
Company, or the Comptroller, it is incumbent on the General Auditor 
to set up and administer his own program — so as to fulfill his respon- 
sibility, which can be stated rather briefly: 


“Through the medium of surveys to advise responsible officials 
as to whether or not the Company property and interests in general 
are being protected throughout its areas of operation; and whether 
or not Company’s policies are being followed, and with good judg- 
ment.” 


SELECTION OF STAFF 


To carry out this program, there is needed a Staff with: 
(1) A variety of experience; 


(2) A definite policy and program of ‘pooling’ the knowledge 
and experience of such individuals — so that there shall be flexibility 
in assigning men to particular Audits. 


Source — We have drawn men from almost every major Depart- 
ment of the Company; and have employed some men from outside of 
the Company. 


We have men who have worked for Public Accounting concerns; 
and men who have worked many years for our own Company in 
accounting or operating positions (Office Managers and Specialists). 
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We have a list of potential candidates; and in almost all cases 
study them over a considerable period of time before making selection. 


Length of Stay on the Audit Staff varies, and is dependent upon 
demands made upon us. 


As a general rule, we bring in only quite experienced men, and 
always have a number of men with considerable auditing background 
to assist in the training of new Auditors. 


Transfers Out— Our men move up through the Staff positions, 
and then go into reasonably important positions. 


Specific moves during the past years include several — Assistant 
Managers of Departmental Accounting Divisions; Assistant Secretary- 
Treasurers of Subsidiary Companies; Chief Accountants of Subsid- 
iaries; Administrative positions in Operating Divisions. 


TRAINING THE STAFF 


Our program is definite; and yet, there is nothing in the nature 
of a specific school. 


There are several elements in it. 


1. When a new Auditor reports to me, I spend several hours 
with him explaining our responsibility, auditing policies, etc. 


2. Before entering into any actual auditing, he is given several 
selected Audit Reports to read to obtain a general idea of what the 
results of an Audit are in their final form. He is not expected to do 
other than obtain general impressions. Discussions ensue. He is thus 
given the opportunity at the outset to visualize in a broad manner — 
the ‘end product’ of his future auditing. We are also able to obtain 
some further impressions of his line of thought. 


3. We furnish a Manual — which deals with the fundamental 
objectives of Auditing, and the policies of the Auditing Division — to- 
gether with certain detailed instructions as to coverage. 


4. Another factor in the program of his education is the selec- 
tion of Audits to which he will be assigned and the particular Senior 
Auditors with whom he will be associated. This phase is carefully 
worked out, so that according to his experience and personal character- 
istics he will move along step by step. 


5. Once a year, we have a meeting of the entire Staff. Prob- 
lems are presented, improvements in audit procedure discussed, and 
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unusual audits or audit developments recounted so that all may share 
in them. 

6. But beyond these steps, I believe very strongly in the neces- 
sity of the Head of the Staff giving a great deal of personal attention 
and counsel to the individuals on his Staff. He should study their 
strengths and weaknesses and in a quiet, thoughtful and friendly 
manner, while they are on jobs, help them to develop. 


EVOLUTION OF AUDITING IN OUR COMPANY 


So much for the background of introduction to our Auditing Staff. 


Allow me to speak for a few moments now on the “Evolution of 
Auditing in the Standard Oil Company of California”’. 





Time does not permit of any detailed discussion of Auditing in all 
Departments and Subsidiaries of our Company —so I shall use the 
Marketing Department to develop my major theme. 


AUDITS OF YEARS GONE BY 

YEARS AGO, Audits in this Department centered almost entire- 
ly on Verification of Receivables, Cash, and closely related subjects — 
and almost entirely from an “Accounting” standpoint. 

It was an Audit of OFFICE ACCURACY, and not of BUSINESS 
EFFICIENCY. 

It was an Audit of the Office Manager and not of the Operating 
Manager. The latter had comparatively little interest in the Audit. 

The Evolution of Auditing and of Operating Management interest 
in Audits can be graphically illustrated by the subject of the Closing 
of Audits. 


AUDIT CLOSINGS 

There was a time when the District Manager’s first notification 
of Audit findings came from the written Report sent to him from 
Headquarters. 

Later, the custom arose of a brief meeting between the Traveling 
Auditors on the one hand, and the District Manager and his Office 
Manager on the other. 

Several years later, the meeting was supplemented by the presence 
of the Head of the Auditing Staff, and the gradual addition of a few 
other members of the District Headquarters group. 
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BEGINNING OF THE PRESENT TYPE OF MEETING 


About seven or eight years ago, an event occurred which marked 
the beginning of a new viewpoint on the part of Operating Manage- 
ment in the Marketing Department. 

In one of our Districts, a new Manager took over at about the 
time of the Annual Audit. I knew him only by reputation, that of 
the ‘aggressive salesman’ type. I assumed, incorrectly, that he would 
have little interest in the Audit, and that the closing meeting would be 
extremely brief. 


Much to my surprise, he had gathered for the meeting a consid- 
erably larger number of members of his organization than had attended 
other similar meetings. 


His opening remarks were to the effect that he was a new Man- 
ager, that there were many questions concerning Company matters 
he should like to propound; and that he felt that the review of our sur- 
vey would furnish him in a few hours, information as to operating 
conditions in his new District, which might otherwise take months to 
obtain. 


He stated that he would appreciate my taking considerable time 
to explain to the group present, the background of Company policies 
and required procedure. 


I told him that though I had made no preparation for such a meet- 
ing, I should be happy to do what I could, and inasmuch as I believed 
that any man who was to be a success in his work must be a good 
‘salesman’, I would endeavor to “sell” them certain ideas. 


Since he was an exceptionally able salesman, my opening remark 
attracted his attention, and no doubt caused him to listen quite closely, 
so that he could judge my ‘sales’ ability. 


I told them that modern Audits were not particularly for the pur- 
pose of judging the mathematical qualifications of the Office Clerks; 
that their objectives were larger and more far-reaching. 


The Top Management of the Company had entrusted to District 
Managers valuable property (plant, equipment, merchandise, cash, 
etc.) in the expectancy that such property would be safeguarded and 
used to produce profit. 


Furthermore, the Top Management had laid down certain broad 
rules of conduct, attitudes, and methods of business, within the bounds 
of which business operations were to be carried on. 
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Hence, the real purpose of the Audit was to ascertain — by care- 
ful study of the records of operations — whether or not the District 
Manager and his Assistants were safeguarding property and adher- 
ing to policies. 

Therefore, we were auditing primarily “Operations” and not 
“Arithmetic”, 

Each Audit study was then discussed, explaining first why the 
subject was important, what the Auditor studied, what he found, what 


his opinion was as to District efficiency, and occasional suggestions as 
to how efficiency might be improved. 


The meeting lasted almost all day. All present were enthusiastic 
and believed that it would be helpful to them. 


They immediately asked for a similar meeting at the close of the 
next Audit. 





I made some preparation for the second meeting and was able 
to offer them a little deeper educational material. 


THE IDEA SPREADS 


Other Managers, hearing of the meetings, began to make requests 
for similar meetings in their Districts. 


At one of them, we had the pleasure of the presence of the General 
Manager of Sales. He was quite impressed, and expressed himself as 
believing that the meetings were a real contribution to the develop- 
ment of Marketing people into broader, better informed “business 


” 


men . 


Later, as Vice-President, he made it a required policy that these 
meetings be held, and attended by not only the District Staff (Operat- 
ing and Accounting), the various local representatives (or as we call 
them, Branch Managers), but by certain San Francisco Office Offi- 
cials. 





The results have been very gratifying. The attitude of the Oper- 
ating people has changed. They look on Auditors as being very help- 
ful to them, because every discussion is based on appeal to common- 
sense fundamentals. 
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OUR CONCEPT OF AUDITING 


Before I give you a quick motion-picture of one of these meetings, 
allow me to outline the concepts that have led us into this educational 
program — otherwise, you might feel that the ‘Auditor was straying 
far away from his basic territory. 


1. We have believed that the paramount objective of the Auditor 
was to safeguard his Company’s interests. 


2. That “constructive” or “preventative” Auditing was infinite- 
ly more likely to accomplish this than merely checking records of 
past events. 


3. That since all final accounting statements are but the con 
solidation of a multitude of records compiled by operating men (such 
as drivers, plant men, etc.), it was essential that these operating em- 
ployees should have a clear comprehension of the importance of the 
records they compiled, of the many uses made of them, and the reason- 
ing and thought which lay back of Company policies. 


4. We believe, therefore, that educational effort in this direction 
would result in greater operating efficiency, greater care in the com- 
pilation of records, and a more intelligent, whole-hearted cooperation 
between Operating and Accounting people. 


Thus the Company as a whole would be benefited, and the Audit- 
ing Staff would have rendered constructive assistance to the Top Man- 
agement of the Company. 


THE AUDIT MEETING 


We have held perhaps 50 meetings of the type I shall describe — 
most of them in the Marketing Department, but quite a number in 
other Departments and in some of our Subsidiaries. 


I shall attempt to give you a sketch of one of these meetings. We 
vary the material from year to year and at various places. My sketch 
is a selection of material from several of these meetings. 

ATTENDANCE 

I should explain that they are all-day meetings. Those present 
include: The District Manager and his several Assistants; All local 
(or as we term them, Branch) Managers; The Office Manager, his 
Division Heads and Traveling Examiners; District Staff heads, such as 
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Credit Manager, Maintenance Superintendent; The General Manager 
of Operations (San Francisco); The Departmental Manager of Ac- 
counting (San Francisco); The General Auditor, and the Traveling 
Auditors, who have made the local Audit. 


Groups may number from 30 to 60 — in occasional cases, even 
more. 

The General Auditor conducts the major portion of the meeting; 
but later in the day when we have an Open Discussion of Problems, the 
General Manager takes the chair. 

We open our meeting by pointing out that for one day in the year, 
those present have been taken away from their usual routine and from 
their usual surroundings — from calling on customers, from visiting 
dealers, from writing letters, from making telephone calls — from all 
the operations they carry on 300 odd days in the year. 

They have left those things behind, to sit as a group of Manage 
ment, and consider certain aspects of their Company’s operations. 


In our meeting we shall: 

1. Review the PAST YEAR’S OPERATIONS, as they are de- 
picted by the Records — to consider how satisfactory performance may 
be maintained, or unsatisfactory performance improved. 


2. Furnish ADDITIONAL INFORMATION as to various mat- 
ters affecting their immediate operations, or those of the Company 
as a whole. 

3. To discuss their VARIOUS RESPONSIBILITIES as Managers 

-so that they shall not, while caring properly for one type of opera- 
tion neglect some other — the importance of which they may not fully 
appreciate. 

4. To acquaint them more thoroughly with the UNDERLYING 
REASONS for Company POLICIES and PROCEDURES — the reason- 
ing, the line of thought which led to their establishment. 


Throughout the meeting, continuous emphasis is placed on ‘funda- 
mentals’ — the explanation of not only WHAT is important, but WHY 
it is important. 


This emphasis is given in the belief that clear conception of ‘fund- 
amentals’ is essential to STRAIGHT THINKING, SOUND JUDG- 
MENT and, hence EFFICIENT OPERATIONS. 
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My particular part of the meeting may be divided into two broad 
sections: 


1. Educational effort in regard to overall Business and Manage- 
ment objectives and methods. 


2. The application of these general “fundamentals” to specific 
phases of the District’s operations, illustrated by description of Audit 
findings. 

(We make considerable use of large Charts, six feet by four feet, 
as visual illustrations of our subject material.) 





OVERALL BUSINESS OUTLINES 


To illustrate the type of material presented in the first section 
of our meeting, I'll select a few of the subjects used. 


(Please bear in mind that the majority of those who attend the 
meetings have had little, if any, education in financial matters. 
Hence, all explanations are couched in as broad and simple language 
as possible. 


Also, that only perhaps two or three of these outlines will be given 
in any one meeting. ) 


1. At one time, we may outline certain matters to illustrate the 
“need for respecting and safeguarding Property in all forms’. 


We point out that at the outset of a Business the one possession 
was Dollars — subscribed by stockholders. 


That these dollars were exchanged for plant and equipment, for 
the labor and materials to manufacture merchandise. 


That all these operations, however, were but a means to an end 
— that the end was to exchange the results of these transactions back 
to the possession we started with, “Dollars” (only more of them). 


That, for example, since the gasoline in their tanks was the result 
of dollars spent for its manufacture and transportation, and since as 
soon as it is sold it reverts to dollars again — then even though it is a 
liquid, it is liquid gold. 


It, and all other forms of property, must be treated with the same 
respect and handled and accounted for as carefully as their Cash 


Funds. They are DOLLARS IN DISGUISE. 
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So we emphasize Respect for and Careful Safeguarding of all 
Property. 

2. Another subject might be “Certain Fundamentals of Man- 
agement”. 

(a) We point out that the successful operation of a Business, as 
of an individual life demands that there be both “action” and 
“thought” — and that the “thinking” must be done first. 


Hence, Management blue-prints its methods and program, care- 
fully and thoughtfully. So we have what we term “Policies”. 

(b) Management cannot do everything, so they delegate to 
others responsibility for various phases and areas of operation. 


(c) That having done this, they do not relinquish their own 
responsibility to know that operations are being handled properly. 

(d) That they must be able to obtain knowledge as to the re- 
sults of operations, and that such knowledge does not come from con- 
versation or correspondence, but from records. 


So we lead up to another subject: 


3. “The Importance of Records in the Management of a Busi- 
ness.” 

We suggest that in our Company there are approximately 20,000 
employees — drillers and drivers, sailors and salesmen, scientists and 
manual laborers, etc., each of whom every day of the year is carrying 
out transactions that have an effect on the financial status of the Com- 
pany. 

That there is only one possible way for these millions of trans- 
actions to be displayed in an intelligible manner. 

That this is accomplished by each man accounting for his actions, 
writing down on a piece of paper just what he did. So that the “Oper- 
ating man” is an “Accountant”, the first link in the chain. Hence, he 
must compile his record carefully. 


We point out that a group of people must take this heterogeneous 
mass of records, sort them, evaluate them, and consolidate them — so 
that finally the Management of the Business may see the results of all 
the operations. 


Thus we explain the function of the Accounting Department, and 
its relation to Management. 
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4. We explain the “Reason for Auditing”. 


We remind them that though Top Management has delegated 
authority and responsibility to various local Managers, that these men 
are to be judged, as to efficiency, on their records. 


Here again, we emphasize how necessary it is to be careful in 
compiling records — since they are to be judged by them. 


That beyond the overall statements that have come to the Top 
Management, the latter seeks assurance that close examination of local 
records will disclose that every care is being used in every phase of 
business. That Company policies are being followed, property is being 
handled carefully, customers and employees are being treated cor- 
rectly, and every interest of the Company is being advanced. 


The auditor becomes the “eyes of Management” in this regard. 
His training and analytical ability is used to discover in the records 
the quality of operations — for records are but “Motion Pictures of 
Operating men in action.” 


= 


5. We have, at times, given a “Demonstration of Certain Funda- 
mentals taught by the Company’s Earnings Statement.” 


With a large Chart before them, we take a group of pennies, 
nickels, dimes, and quarters, totaling ten dollars; and demonstrate 
just what the average ten dollars collected by them is used for. 


We start moving the coins across the table, as we show the pro- 
portion for taxes, labor, materials, etc. 


We point out the very small pile which is left as “profit”. 


So we try to demonstrate that in thinking of their sales transac- 
tions, they must learn to think in terms of ‘Realization’ and not in those 
of “Gross Sales Value”. 

We suggest, for example, that a salesman might come to his Man- 
ager and state that for $100 of special expense he could get $1,000 of 
business — and think it was a good deal. But that if he learned to 
think of such a transaction as spending $100 to get $125 or $150 profit, 
he might not view it with as much enthusiasm. 


We tell them that if they are clear on this fundamental — that 
“profit” is only a small fraction of “sales value” — they will realize 
that for every $100 account they charge off as a loss (for this comes 
out of Profit), they must obtain several hundred dollars worth of. ad- 
ditional business in order to obtain profit enough to offset such a loss. 
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6. On another occasion by use of a Chart, we may trace the 
various uses to which some record they compile is placed. 


For example, a “Sales Invoice” — the basis for customer account- 
ing, collections, stock accounting, sales statistics of all kinds, etc. 


Enough of this, I don’t wish to bore you. 


APPLICATION TO SPECIFIC OPERATIONS 


In this section of our meeting we review the Audit findings by 
sections. 


We discuss such matters as the Invoicing of Customers, of the 
keeping of Customers’ Accounts, the handling of customer correspon- 
dence, the collection of accounts, remitting and disbursing of funds, 
accounting for merchandise, etc. 


Each subject is treated in this manner: “What are the important 
fundamentals involved?” “What did the auditor examine?” “What 
did he find?” “What is his opinion of conditions?” and, “Are they 
better or worse than at the time of the previous Audit?” 


1. We point out, for example, in discussing invoicing and book- 
keeping, that the manner in which these functions are handled will 
either help or hurt “Sales”. 


We suggest that a Branch Manager who congratulates himself on 
obtaining a new customer, may have his work undone, if the customer 
receives an invoice one day, and a few days later receives a corrected 
invoice (because of a price extension error), stating that he owes more 
than his original billing called for. 


Or the Bookkeeper may post some charge to the wrong account, 
or fail to credit the customer with a remittance. These clerical errors 
build “customer irritation”. 


The Driver may incorrectly state the name of the customer to 
whom he delivered goods. Somebody gets a wrong bill. 


So we emphasize that salesmen, drivers, and clerks in a Marketing 
organization — each and together are, in the eyes of the customer - 
the Company. Therefore, they cannot separate the responsibility of 
operating and accounting men in rendering the type of service to the 
trade that will build good will. 
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Then we tell them what the Audit revealed in these matters, and 
whether we think it is good, fair or poor performance. 


2. We explain the importance of prompt, courteous and intelli- 
gent handling of letters from customers. 


We have studied the files, and explain our findings, pointing out 
unnecessary delays or improper types of letters. 


3. We emphasize in regard to collection of accounts — that the 
mere taking of an order or even the delivery of goods is not a ‘sale’. 
That a ‘sale’ is not a ‘sale’ until the money is collected. 

That if they have delivered goods and failed to collect, they are 
poor “salesmen”; for they have cost the Company all the money 
expended for manufacturing the merchandise, etc. 





We then discuss the condition and age of their accounts. 


4. I won't take the time to go through each phase. You get the 
general idea. 


I'll just mention that the study of gasoline losses is quite a job. 
The Auditor must understand something of technical matters involv- 
ing “evaporation of volatile products”. He must be able to make a 
rough approximation of losses beyond the control of the Station, so 
as to be in a position to recognize possibilities of improper losses. 


PURPOSE OF AUDIT REVIEW 


This type of review is not post-mortem in purpose. It is con- 
structive. It takes past operations, analyzes them, attempts to explain 
true objectives — so that operations in the ensuing year shall be better. 
The result should be a more intelligent, efficient District, a more suc- 
cessful Company. 


We praise good effort, as well as point out weaknesses. This 
is but fair and has a fine psychological effect. Men will work hard 
to be worthy of public commendation just as much as they will to 
escape criticism. 


RESULTS 


Results have shown such a program to be sound business tactics. 


Despite the trying days we are passing through, aggravated per- 
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sonnel conditions, etc., every Marketing District (insofar as those mat- 
ters which come within the scope of an audit are concerned) has shown 
improvement year by year. 


The results have amazed, as well as gratified, Management and 
Auditors alike. 


In conclusion, we look upon our work in this respect, as an oppor- 
tunity to be of “constructive assistance” in the development of better 
operations — and not merely to check accounting accuracy. 


We are happy that the days when an Auditor was regarded as a 
species of “Flatfoot” — a Professional Leper — are far behind. 


We enjoy our growing prestige, the respect which is accorded our 
work from the President down through all stratas of Management, the 
recognition that we are active participants and contributors to the 
success of the Company. 


I close this little story by repeating one of my opening statements. 
Some of you may be working along somewhat similar lines. 


Some of you may be in a business, where a program such as I 
have described would not, at least to any extent, be possible. 


You may wish, however, to keep the fundamental thought in 
mind, that it is operating men who compile the original records, and 
that if by some means you can help them to understand better the 
importance of their work in this respect, “sell” them on the idea that 
no Company can be managed successfully without intelligent and 
accurate records — then you will have rendered a “service to your 
Management”. 


You can do that much. Perhaps if you are watching keenly, 
something may happen in your Company that will give you further 
opportunities to develop your professional usefulness to your Manage- 
ment. 








STAFF RELATIONS IN THE 
INTERNAL AUDIT DEPARTMENT* 


By ARTHUR J. E. CHILD 


HE work of an internal auditor in a corporation with widespread 

activities places him in a far different position than that of any of 
his fellow-employees. For the most part, men in the financial and ac- 
counting departments are seated at a desk day in and day out. They 
see their immediate superior more often than they see their wife. 
Their work is usually closely supervised and there is ample opportun- 
ity for discussion with others in the department, and with the depart- 
ment head. 


Where a corporation is located entirely in one spot, the foregoing 
conditions are largely true for the internal audit department. In a 
scattered organization, such as ours, however, with operations situated 
in nearly one hundred different localities, the internal auditor faces an 
unusual set of conditions. 


Our internal auditors, including two young ladies, averaged 100 
days away from their home office in our last fiscal year. The previous 
year the figure was 120 days. During this period individual auditors 
have been away from home as much as 266 days out of 365. Some 
mileage figures might be of interest to you. In the 1944-45 year our 
auditors travelled 58,717 miles, or an average of 6,524 miles per audi- 
tor. One man travelled 16,102 miles during the year. The highest 
figure we have had for any man was 18,000 miles. 


This, of course, gives rise to different types of problems in disci- 
pline, communication, instruction, education, health, and morale. The 
travelling auditor is very much a one-man show, and the head of the 
audit department has to recognize that fact. The chief auditor must 
select men who can be trusted to behave, when they are 3,000 miles 
away, just the same as they would if under his eye. He must have 
men who can exercise tact and judgment. Means must be found to 
keep the auditor well-informed and to keep up his spirits when things 
are not going too well, and he has been away from home a long time. 


, No doubt all corporation executives are cognizant of this condition 
and do something about it in varying degrees. In our company we 


* A paper presented before the Toronto Chapter on October 26, 1945. 
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have sincerely tried to do everything possible to keep up the morale 
of our men, even though we are exacting in our demands on them. I 
have no doubt that we could do better, but I shall tell you of the things 
we do. 


From my own experiences as a travelling auditor, I know that 
there is nothing more welcome than mail every day. It makes the 
auditor feel that he is in touch with things and that he is not being 
neglected. In an organization such as ours, auditors are definitely 
instructed to keep aloof from the staff and, therefore, a daily receipt 
of mail from his chief and his fellow-auditors is usually very much of 
a “lift”. I advise all those managing audit departments to keep this 
in mind. 


Our policy is to send a weekly location letter to all auditors. This 
shows where each auditor can be reached in the coming week, and 
often carries with it news items concerning the activities of the staff. 
Thus, the various auditors know where to contact each other. 


Copies of all bulletins of interest emanating from Head Office 
are sent to all auditors. As a matter of routine procedure, they receive 
bulletins of instructions, but any other bulletins of general interest are 
sent to them. 


Each of our auditors carries a manual of audit instructions. This 
consists of more than 200 instructions, numbered and indexed. As new 
or revised instructions become necessary, they are mailed out to the 
auditors, who insert them in the binder they carry. 


Our men usually remain only a short time at each unit. We 
consider it very important that their mail should reach them promptly, 
and the only way we can ensure this is by advice from the auditors. 
A schedule may call for an 8-day audit at Halifax, for example, but 
circumstances may easily shorten this by a day or lengthen it by 
several days. Therefore, just as he is leaving a unit, the auditor tele- 
graphs that fact to Head Office along with advice as to his destination. 
You might think that we should know exactly where each auditor is 
going. Usually we do, but if an auditor decides his schedule should be 
changed, we allow him to use his own good judgement, providing he 
advises us. You will note that we leave a great deal to the individual 
judgment of our men. It is the only way to develop good men. 


While we at Head Office try to keep the auditor informed, the 
same is expected from him. A daily letter is required from each audi- 
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tor while away from Head Office, giving briefly his activities and cov- 
ering any problems he encounters. In this way we feel almost as 
much in touch with our men as if they were in the office. This may 
seem a little onerous at times to a man on the road, but it makes him 
review his day’s work and it is one more means of keeping him close 
to us. 


All of our auditors are not based at Toronto. Two are stationed 
at Montreal and one at Winnipeg. These auditors send a weekly let- 
ter to Toronto, which reviews the week’s happenings. 


Comfort and good health while travelling are important items to 
be considered. I do not know whether any companies are parsimon- 
ious with their auditors as far as travelling expenses are concerned, but, 
if so, I think it is poor policy. We do not allow our men to travel like 
executives, but we do treat them reasonably well. Today one stays 
at any place that can be found, but normally our men use the best 
hotels, and we give liberal meal allowances. You may think it a point 
not worthy of official attention, but I think it important to advise 
auditors to have their meals at a good hotel. Any man who tries to 
save money by eating in cheap restaurants is taking chances with his 
health. With regard to transportation, our men travel by plane on 
all long trips. 


In the matter of health, we go so far as to make suggestions to our 
auditors about taking care of themselves in this regard. Each fall we 
remind our men that winter travelling brings the danger of colds and 
worse. It is no joke to an auditor, and a serious loss of time to the 
company, to be taken ill several thousand miles from home. The 
usual cause of such illness is carelessness in clothing, footwear, diet, 
and lack of sleep, and we try to give our staff some good advice in this 
respect. 


An auditor does not require much in the way of equipment, but 
you sheuld give him the best obtainable. After all, he has to uphold 
the prestige of the department when he is working away from Head 
Office. Therefore, see that his brief-case, his stationery, his manual 
and other tools are of first-class material and kept in good condition. I 
might remark at this point that we have special forms and stationery 
for our audit department. 


I have already told you that we have auditors resident at Mon- 
treal and Winnipeg. To give these auditors a change of atmosphere, 
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we take them away from their resident office at times. We may 
bring them to Head Office for a month or we may send them on an 
audit of branches in a different section of Canada. The purpose of this 
is obvious. It gives the men a change and new ideas, and, on the other 
hand, they often bring useful suggestions when they visit new fields. 
We also encourage our men to look up auditors in other companies. 
There has been more of this, of course, since we joined Tue INst1TUTE. 


This might be a good point to say a word about auditors travelling 
together. For many years, our auditors travelled alone, and for much 
of the time they still do so now, because we are short of men. How- 
ever, I am much in favour of auditors travelling in twos and threes. 
I must admit that it is more expensive and takes a little more time, but 
the result is a better audit and less strain on the auditors. Nobody is 
as much alone as an auditor working by himself. His job is to be criti- 
cal of all work that he inspects and, therefore, he has no difficulty at 
all in becoming involved in arguments, or of having difficult decisions 
to make. If alone, he can look to no one for advice; there is no one to 
whom ize can just think out loud. When two auditors travel together 
they can help each other in this way and, furthermore, can do better 
work by developing each other’s ideas. There are audits on which a 
great deal of routine monotonous work is necessary. It is much better 
if this can be divided between two or more persons. 


Besides encouraging our men to visit with other auditors, we bring 
to Institute meetings at Toronto and Montreal all of our auditors avail- 
able, regardless of whether or not they are members of Tue INst1TuTE. 
If any of our men are in American cities when Institute meetings are 
being held, they try to attend them. 


My final word is with reference to education. It is my belief 
that no person should stop educating himself, and that is certainly 
true of auditors. Some auditors may be deficient in their theoretical 
knowledge, others may need to study certain technical and special 
subjects. This year, most of our men our taking correspondence 
courses, with some assistance given by the Company. We also have a 
small library of books available to the auditors. 


In conclusion, I advise those of you who are responsible for audit 
departments to consider the morale of your men as equally important 
as their technical efficiency. Build a team of your department that 
will do a good job because its members have their hearts in their work. 














BIOGRAPHY OF AUTHORS 


WHOSE ARTICLES APPEAR IN THIS ISSUE 





D E. Browwne, author of 
e “What Management Ex- 
pects of the Internal Auditor” is 
Comptroller of Lockheed Aircraft 
Corporation. He received an A. 
B. Degree from the University of 
California at Los Angeles in 1934. 
After graduation, he became as- 
sociated with the Los Angeles Of- 
fice of Arthur Young & Com- 
pany, Public Accountants. Short- 
ly after joining Lockheed in 
March 1937, Mr. Browne passed 
the California C. P. A. examina- 
tion, receiving his certificate in 
January 1938. Prior to becoming 
Comptroller, he had held the posi- 
tions of Auditor and of Chief Ac- 
countant. 

Mr. Browne is active in many 
associations, among them being 
California Society of Certified 
Public Accountants, American 
Accounting Association, Ameri- 
can Institute of Accountants, Con- 
trollers Institute of America and 
National Association of Cost Ac- 
countants. At present he is Pres- 
ident of the Los Angeles Chapter 
of National Association of Cost 
Accountants and is Vice Presi- 
dent of the Los Angeles Control 
of Controllers Institute. 


Aa" H. Kent, author of 

“Rendering Assistance to Top 
Management” is General Auditor 
of the Standard Oil Company of 
California. He received his edu- 
cation in Liverpool, England, and, 
after completing his courses at the 
Liverpool College and Teachers 
Training College, he engaged in 
educational work in England and 
later, in New England. 

Mr. Kent entered the service of 
Standard Oil Company of Cali- 
fornia in 1917 and has been in 
charge of all company auditing 
since January 1931. Formerly 
he had held the positions of Chief 
Clerk in the Seattle Office, Editor 
of Marketing and Producing De- 
partment Office Manuals and had 
been a member of Survey Com- 
mittees. 

Mr. Kent is a Charter Member 
of the San Francisco Chapter and 
He is 


also a member of Tue IwnstrI- 


is presently its President. 


TUTE’s Board of Directors. 




















atTHuR J. E. Currp, author of 

“Staff Relations in the Inter- 
nal Audit Department”, is Assist- 
ant Treasurer of Canada Packers 
Limited, Toronto, Canada. He 
graduated from Queen’s Univer- 
sity with the degree of Bachelor 
of Commerce in 1931 and has 
been with Canada Packers since 
that time, serving in many capac- 
ities. Previous to holding his 
present position, he was Chief 
Auditor of the Company. He is 
a member of the Canadian Polit- 
ical Science Association. 


A member of Tue INstITUTE 
since 1943, Mr. Child organized 
and was first President of the 
Toronto Chapter. He is now 
Second Vice-President of Tue 
INSTITUTE. 
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“THE INTERNAL AUDITOR” 


The Publication Office of The 
Internal Auditor at 39 Atlan- 
tic Street, Stamford, Connecticut 
has on hand a limited supply of 
the first five issues. Those mem- 
bers who may wish one or more of 
these back issues in order to com- 
plete the set for their library may 
obtain them at the price of $1.00 


per issue. 












REPORT OF INDUSTRIES COMMITTEE 


CHARLES J. HILL, Chairman 


PROBLEMS OF SPECIAL IFNTEREST 


HE response to this questionnaire, while not as good as the last one 

on Taxes, Material and Supplies, etc., the summarization of which 
appeared in the September 1945 issue of The Internal Auditor, was 
nevertheless satisfactory. 178 replies were received representing 283 
members or 35%; of the total membership of Tue INstiruTe. 


The continued interest shown in these questionnaires indicates, 
we believe, the value which members attach to them. They provide 
a medium for drawing comparisons with other organizations, all of 
which can be very helpful in planning your work and keeping your 
auditing operations up to date. 

It is hoped that more members will assist the committee in its 
endeavors by replying to future questionnaires as they are received. 
I believe it can be said that there is something to be gained by all mem- 
bers, sooner or later, in these tabulated results of Industry question- 
naires. 


Comments—General: 


A suggestion was advanced by one company in the Miscellaneous Group 
that provision be made in the future for answers based on opinion as 
to correct practices and not merely on actual procedures which may be 
incorrect although followed by the company or industry with which 
one is affiliated. 


In the Insurance Group one member stated that his answers were 
opinions because the questions did not exactly pertain to his company’s 
accounting set-up. 


Cashier Imprest Fund: 


In the Iron, Steel, Copper and Coke Group, one member detailed a neg- 
ative answer by setting forth the procedure followed in an outlying 
office where a fixed amount is retained as a fund to cash employes’ 
checks. These checks are not deposited to the cashier’s account; reim- 
bursement is obtained by cashing such checks at the bank. 


Bank Reconciliations (No. 2): 


A member in the Aviation Group and one in the Banks and Trust 
Companies Group do not agree with the conclusion drawn (in the 
question) which is that the Treasury Department loses tight control 
of the funds in the instance where the Auditing Department reconciles 
bank accounts. 
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Segregation of Functions—Receivables and Billing (No. 1): 





In the Petroleum and 4 yy oe Group a member quali- 

fied his negative answer by stating that it is preferable to separate 

the functions of the accounts receivable section and the billing section. 
Audit of Company Policies: 


A member in the Public Utilities Group | and one in the Miscellaneous 


one Companies Group, although answering “no” stated it should be the 
: practice to use the internal auditing staff to audit adherence to com 
lich pany policies that are foreign to Accounting or Treasury Department 
was | functions. 

283 One affirmative reply from the Food, Beverage and Related Companies 


Group, another from the Petroleum and Chemical Companies Group, 
and two from the Insurance Group were qualified by comments that 
it should be practice to so audit to a limited extent only, as under 


tes, special circumstances. 
ride 

| of Organization Charts: 

our 


In the Machinery and Equipment Manufacturers Group, one negative 
reply was qualified by a notation that organization charts should be 
: used to point out the responsibility of the key positions and distribution 
its of work. 


Two companies in the Automotive and Allied Industries Group and one 


2™m- in the Aviation Group stated that master or general charts were pre 
pared for and are used by the company as a whole and subsidiary or 

on- more detailed charts are used within the Accounting and/or Auditing 
Department. 


Procedure Manuals: 


> The following comments were received from several groups, namely; 
4 Automotive and Allied Industries, Aviation, Machinery and Equipment 
hich Manufacturers and Miscellaneous Companies: 
1. pe eye are that the Auditing Department will prepare pro 
= cedure manuals sometime in the future. 
e 
ny’s 2. Although the Auditing Department does not write procedures, it 
is consulted. 
3. A “yes” reply was qualified to the extent that procedure manuals 
for other departments are prepared only when unwritten practices 
neg- fail to provide adequate control of work related to figures sub 
‘ing mitted to be. used in preparation of the balance sheet and income 
yes report. 
im- 


Distribution of Financial Statements: 


A member in the Machinery and Equipment Manufacturers Group 
rust noted that departmental distribution of the company’s profit and loss 
the statement showing all items down to final profit is very limited 








The Internal Auditor 





























SUMMARY OF REPLIES — INDUSTRIES COMMITTEE SURVEY + PRI 


Automotive Banks and 
& Allied : Trust 
Industries Aviation Companies 


Yes No Yes No Yes No 





Cashier Imprest Fund 


Should a company cashier who is bonded, who 
receives remittances (in most instances 
checks payable to the company), has an im- 
prest cash and bank funds, and who cashes 
employes’ accommodation checks be allowed 
to make any deposits to his cashier bank 
account other than company reimburse- 
UE, IE, | ctsktcsnascuscadiedbadgdenasisdeemaiaatenbes 2 14 1 12 —_— 10 2 


Bank Reconciliations 


1. Which department reconciles bank ac- 
counts? 





I TTI, scisesiccesinenicinecipennitiviitictania 3 — 2— 3 — § - 
Auditing Department ....0.0...........c.ccesessersereeee ig — 9 — 6 — 6 «4 - 
Treasury and Auditing Departments ........ -- — —_ — 1 -- 2. 4 
Accounting Department 200..0.........cccceseeees _ — 2— _-_ — 2 wt 
Accounting Department and Cashier ........ _ — _ — —_ —- — + 
2. If the Auditing Department makes the 
reconciliation, is there objection from the 
Treasury Department who thus loses tight 
Ud Eg RR — 13 -- 13 1 7 — § 
Segregation of Functions—Receivables and Billing 
1. In a medium sized business, is it custom- 
ary to separate functions of accounts re- 
ceivable section and billing section? .......... 12 4 7 6 8 1 11 
2. Is it customary to have a head for each 
of these sections reporting to the head of 
the Accounting Department? ...................... 14 2 10 3 7 — 13 


Audit of Company Policies 


Is it your practice to use the internal auditing 
staff to audit adherence to company policies 
that are foreign to Accounting or Treasury 
Department function, i. e., personnel, sales 
and operating policies? seielitd tatiana 2 «10 
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RVEY+ PROBLEMS OF SPECIAL INTEREST 


Food Iron, Steel, Machinery 
Beveras Copper end Equip- Petroleum Miscel- 
ind hal Coal and ment Manu- & Chemical Public laneous 
Companipsurance Coke facturers Companies Utilities Companies Recapitulation 
Yes yes No Yes No Yes No Yes No Yes No Yes No Yes No Total 

















SUMMARY OF REPLIES — INDUSTRIES COMMITTEE SURVEY 


Organization Charts 


Are organization charts used to point out the 
responsibility of the key positions and dis- 
tribution of work? ............. siiasahenendittinibaeisiens 


If so, are they prepared and used for: 


1. The Company as a whole ...0.............sscccceses 
or 


2. Within the Accounting and/or Auditing 
Department of the Company. .................0+. 


Procedure Manuals 


Are procedure manuals prepared by the Ac- 
counting and/or Auditing Department for: 


1. Personnel es work in their own depart- 
ment. hike = SRR LS 


Personnel ila oi in an_ operating, 
merchandising or a manufacturing division 
of the Company which work relates to 
figures submitted to the Accounting and/ 
or Auditing Department to be used in 
preparation of Solanee sheet and income 
TOPOS, .....cccccscccccscssscecocssosoovebeccovocnecsesossccoscees ; 


ro 


3. Personnel doing work in an operating, 
merchandising or a manufacturing division 
of the company on which reports or list- 
ings are not sent to the Accounting De- 
partment to be used in preparation of 
balance sheet or income reports but are 
nevertheless accounting report information 
to the management of those departments. . 


Distribution of Financial Statements 


Is_ there a departmental distribution of the 
company’s profit and loss statement pandas 
all items down to final profit? . Sadan 


Number of replies received. 


Number of members represented by these 
replies. : 


Automotive 
& Allied 
Industries 
Yes No 
12 + 
i1 — 

1 = 
11 5 
12 + 

8 8 

6 10 

16 
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Aviation 
Yes No 
11 2 
10 — 
13 — 
7 6 
4 9 
3 10 
13 


Banks and 
Trust 
Companies 


Yes 


oO 


to 


nn 


No 


Foo 





PR' 


Bev erage 


and i 
Compa 


Yes 


10 


_- 


Wes 
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RVEY) PROBLEMS OF SPECIAL INTEREST 


Fon Iron, Steel, Machinery 
Beveras Copper and Equip- Petroleum Miscel- 
and Ri Coal and ment Manu- & Chemical Public laneous 
Compa: - e Coke facturers Companies Utilities Companies 


Yes es No Yes No Yes No Yes No Yes No Yes No 


Recapitulation 


Yes 


No 


Total 
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Term expiring 1948 
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Term expiring 1946 


OFFICERS AND DIRECTORS 


Three Year Directors 


of 


THE INSTITUTE OF INTERNAL AUDITORS, INC. 
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OFFICERS 
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Other— 
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Auditing: 
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Publications: 


Editorial—T he 
Internal Auditor: 


Educational: 


Industries: 


BRADFORD CADMUS, Chairman 
ARTHUR E. HALD 
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GORDON G. CROWDER 

HENRY L. PAYTE 
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Institute Committees 


Other Committees (Cont’d )— 
Industries (Cont'd): 


AUTOMOTIVE AND ALLIED INDUSTRIES 


A. L. SIMPSON, Representative 
c/o Chrysler Corporation 

341 Massachusetts Ave. 
Detroit, Michigan 


AVIATION 
HERBERT G. KIMBALL, Representative 
c/o Lockheed Aircraft Corporation 
Box 551 - Factory B 
Burbank, California 


BaNkKs AND Trust CoMPANIES 
B. A. BRANNEN, Representative 
c/o Harris Trust and Savings Bank 
115 West Monroe Street 
Chicago, Illinois 


Foop, Beverace AND ReL_aTep CoMPANIES 
CHARLES S. WEBSTER, Représentative 


458 Ridgewood Road 
Maplewood, New Jersey 


INSULANCE 
J. KENNETH SULLIVAN, Representative 


c/o Phoenix Mutual Life Insurance Company 
79 Elm Street, Hartford, Connecticut 


Inon, Steet, Copper, Coat anp Coke 
L. T. WOLD, Representative 
c/o American Steel & Wire Company 
767 Millbury Street 
Worcester 7, Massachusetts 


MaAcHINERY AND EquripMENT MANUFACTURERS 
F. G. ROBERTS, Representative 
c/o S K F Industries, Inc. 
Front St. and Erie Ave 
Philadelphia, Pa. 


PETROLEUM AND CHEMiIcAL CoMPANIES 


G. T. BODMAN, Representative 
c/o Continental Oil Company 
Drawer 1267 

Ponca City, Oklahoma 


Pusiic Uririties 


JOHN G. REYNOLDS, Representative 
c/o The Brooklyn Union Gas Company 
176 Remsen Street, Brooklyn, N. Y. 


MIsceLLANEOUS COMPANIES AND AGENCIES 


H. C. YETTER, Representative 
c/o Owens Illinois Glass Company 
Ohio Building, Toledo, Ohio 
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ARTHUR E. HALD, Chairman 
VICTOR Z. BRINK 
WILLIAM H. GARBADE 





PUBLICATION 


JOSEPH J. CLAIR, Chairman 
WILLIAM J. FARNAN 
HENRY L. PAYTE 
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WILLIAM H. GARBADE 
ROBERT B. MILNE 
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Year Book: PETER J. BUZANGA, Chairman 
ELMER F. MILLER 
HOWARD THIEL 


Director of Research 
VICTOR Z. BRINK 























MEMBERSHIP BY CHAPTERS 


CHAPTER Ocr. 31, 1945  Sepr. 30, 1944 
Chicago 71 56 
Cleveland 36 25 
Dayton 27 14 
Detroit 81 70 
Los Angeles 92 63 
(A) Miami 17 - 
(B) Montreal 24 - 
(C) New England 26 - 
New York 205 171 
Philadelphia 48 36 
(D) Pittsburgh 25 - 
(E) San Francisco 52 - 
Toronto 31 21 
Non-Chapter 90 100 


Totals 825 556 


Date of Authorization by Board of Directors 
(A) June 28, 1945 
(B) March 5, 1945 
(C) June 28, 1945 
(D) April 18, 1945 
(E) February 19, 1945 











SUPPLEMENTAL LIST OF MEMBERS 
ADMITTED DURING PERIOD 
AUGUST 1, 1945 TO OCTOBER 31, 1945 


TORSTEN G. A. ACKERMAN JAMES CARROLL BALL 
Inyo Lumber Company Lockheed Aircraft Corporation 
(New Business Affiliation) a ae 
FLETCHER BARKER 
ROGER LEE ADAMS Title Insurance & Trust Company 
R. J. Reynolds Tobacco Company DARWIN S. BARRETT 


FRANK ARNOLD Lockheed Aircraft Corporation 
Arnold, Hawk & Cuthbertson LOUIS G. BATTELLE 
oe Battelle & Battelle 

VINCENT WILLIAM AMATO 
Picker X-Ray Corporation ROBERT. W. BAUMAN 


(New Business Affiliation) National Screw & Manufacturing Co 














JOHN BERRY, JR. 
J. Berry & Associates 
(New Business Affiliation) 


WILLIAM L. BLACK 
Moore Business Forms, Inc.— 
Pacific Manifolding Book Div. 


WILLIAM ALBERT BONESTEEL 
Carnegie Illinois Steel Corporation 


VICTOR Z. BRINK 
Continental Industries, Inc. 
(New Business Affiliation) 


WILLIAM C. BUTLER 
United States Steel Corp. of Delaware 


WILLIAM CAIRNS 
Verney Mills 


ROBERT W. CARLSON 
E. B. Badger & Sons Company 


ROBERT A. CARNEY 
The Miami Valley Hospitai 


TINDALL E. CASHION 
Arthur Andersen & Company 


WILBUR S. CONNELLY 
Eastman Kodak Company 


CHARLES J. CONWAY 
Cramp Shipbuilding Company 


WILLIAM H. CURRIER 
Pierce Products Company 
(New Business Affiliation) 


CARL DANNENFELSER 
Consolidated-Vuitee Aircraft Corp. 


HAL. D. DAVIS 
First Federal Savings & Loan 
Association of Miami 


WILLIAM E. DECKWERTH 
Taylor Forge & Pipe Works 
WILLIAM F. DONNELLY 

Cluett, Peabody & Company, Inc. 


J. GORDON DURNING 
Chaffee Brothers Company 


ELLWOOD E. EINHORN 
W. F. & John Barnes Company 


CAPT. HERBERT L. FREED 
A. A. F. Field Accounting Officer 


J. KYLE FABER, JR. 
Charles Rittenhouse & Company 
(New Business Affiliation) 
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A. W. GODFREY 
Lockheed Aircraft Corp. 


JOHN J. GORMAN 
Transcontinental & Western Air, Inc. 
(New Business Affiliation) 


HANS H. GOSSOW 
Carl M. Loeb, Rhoades & Company 


CHARLES E. HAMILTON 
National Bank of Detroit 


ROY B. HAZARD 
Standard Oil Co. of California 


JOSEPH HEIDEN 
Lockheed Aircraft Corporation 


GEORGE F. HERRICK 
College of Business Administration 
University of Arizona 


ROLAND WOOD HESS 
Central Maine Power Company 
(New Business Affiliation) 


FRANK HIGGINBOTHAM 
Alexander Grant & Company 


A. FRASER HUTCHISON 
Public Accountant 
(New Business Affiliation) 


HILLARD B. JACKSON 
City of Coral Gables 
ALBERT B. JEFFAY 
Fry-Cadbury, Ltd. 
PAUL J. KIRNER 


Aireon Manufacturing Corporation 


JOSEPH J. KOSTER 
General Motors Corporation 
(New Business Affiliation) 
HENRY O. KUNZELMAN 

Cincinnati & Lake Erie 

Transportation Co. 


WERNER MAX LESCHZINER 
Danish Bacon Company, Ltd. 


JAMES H. LINKINS 


Aireon Manufacturing Corporation 
JOHN H. LOGUE 
Negea Service Corporation 
ROBERT W. MacGREGOR 
The Quaker Oats Company 


F. W. MALPICA 
The Huber Company 
(New Business Affiliation) 
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J. W. HERBERT MAXWELL 


Canadian Industrial Alcohol Co., Ltd. 


F. C. McLAUGHLIN 


Southern California Edison Co., Ltd. 


GEORGE SCOTT MILLAR 
Foster & Kleiser Company 
ADRIAN MINTS 
Interborough News Company, Inc. 
CHARLES MITTLEMAN 
Curtiss-Wright Corporation 
CLARENCE C. MORRIS 
Walton & Morris 
ALFRED W. MURDOCK 
Brown & Bigelow 
JOSEPH P. O'BRIEN 
Pratt & Whitney Aircraft Div. 
United Aircraft Corporation 
ALOYSIUS H. OTTEN 
Granite City Engineer Depot 
(New Business Affiliation) 
HOWARD E. OTTO 
Todd & Brown, Inc. 


F. J. PARRY 
Canadian Vickers Limited 


THEODORE N. PERRY 
Butler Brothers 
HENRY PILCH 
California Vineyards Association 
NICHOLAS PIZNAK 
Rheem Manufacturing Company 
CLIFFORD PRATT 
The Oglivie Flour Mills Co., Ltd. 
PAUL W. PRINDLE 
Cities Service Company 
JAMES THOMAS PRUDELL, SR. 
Allis-Chalmers Manufacturing Co. 
THOMAS F. QUINLAN 
Ransome Machinery Company 
THOMAS LINCOLN REDFERN 
Woodhouse & Company, Ltd. 
PERCY R. RICHMOND 
The Canadian Bank of Commerce 
H. STANLEY SAINTHILL 
Toronto Star, Ltd. and 
Toronto Star Realty, Ltd. 
WALTER J. SAUNDERS 
Amerada Petroleum Corporation 
GEORGE T. SCHARFFENBERGER 
U. 8. Army 
New Business Affiliation) 


Supplemental List of Members 


J. W. SCHOONMAKER 
Public Service Co. of Oklahoma 


ERNST SCHNEIDER 
U. 8. Army 
(New Business Affiliation) 


JOHN C. SCHWARTZ 
U. 8. Steel Products Company 
(New Business Affiliation) 


JOHN L. SEABORN 
The Canadian Bank of Commerce 


EARL K. SIMPSON 
California Bank 


BERNARD SINGER 
Kensington Daries, Ltd. 


isr LT. ALBERT E. SMITH, (FD) OD 
Phila. Ord. Dist-—Control Br. 
150 S. Broad Street 
Philadelphia, 2, Pa. 
(New Army Affiliation) 
CLIFFORD L. SMITH 
Pacific Greyhound Lines 


CARL R. SODERLUND 
Illinois Bell Telephone Company 


ALVIN H. ST. CLAIR 
Westinghouse Electric Corp. 
(New Business Affiliation) 
E. ROYDEN STRETCH 
The Atlantic Refining Company 
JAMES EDWARD THOMAS 


The Farmers & Merchants National 
Bank of Los Angeles 


(MISS) MAREN D. THOMPSON 


L. P. Graner, Inc. 


JOHN C. TUOMEY 


Sperry Gyroscope Research Laboratories 
VICTOR R. VAIL 
Sperry Gyroscope Company, Inc 
ARTHUR E. WELCH 
Aireon Manufacturing Corporation 
GLENN G. WHITE 
Aireon Manufacturing Corporation 
BUEL R. WILL 
Miami Shipbuilding Corporation 
HARRY A. WINNNING 
A. I. Hall & Son 
(New Business Affiliation) 


HOUARD S. WRIGHT 
The Bell Telephone Co. of Penna 
The Diamond State Telephone Company 











EMPLOYMENT SECTION 


HE Employment Section is intended to be of assistance to Inst- 
TUTE members desiring to make new connections and to companies 


having internal auditing positions available. 


The names of interested 


members or of companies requesting space in this section will remain 
anonymous, if desired. All communications should be addressed to 


The Secretary—Tue Instirure or INTERNAL AUpIToRs, 


Box “E,” 


120 Liberty Street, New York 6, N. Y. 


: POSITIONS WANTED 


Auditor — Age 34 several years experi- 
ence as Internal Audit Supervisor de- 
sires position as Internal Auditor or As- 


sistant Comptroller. Available about 
January ist. Box E119. 
College graduate, engineering and ac- 


counting training, with internal audit- 
ing experience in industrial, commercial 
and financial organizations in addition 
to experience as Plant Controller and 
supervising and senior accountant in 
the public accounting field, desires new 
connection as Internal or General Audi- 
tor with a permanent postwar future. 


Address Institute Secretary, Box E121. 





Accountant, Pace Graduate, with super- 
visory experience in public accounting, 
internal auditing, system development, 
general ledger operation and preparation 
of financial statements, desires position 


in New York City. Box E117. 


Accountant — Auditor with advanced 
business and accounting education, 17 
years experience in general accounting, 
internal auditing and statistics with a 
large industrial corporation. Twelve 
years supervising a continuous depart 
mental audit program. Has also oper 
ated a limited public accounting and 
income tax practice serving: small busi 
nesses. Permanent connection desired 


Box No. E123. 





























